Organizing the Financial Function 


In the Business Management 


By A. H. BLAMEY, A.C.A.A. 


THE FINANCIAL function covers 

executive action in relation to the 
use of money and money’s worth — 
plant, stock, etc. — as well as the pro- 
curement of the funds required to carry 
on the business. As a consequence, the 
financial function will be carried out in 
varying degrees of importance by all 
executives, and will not be restricted 
to any one executive or class of execu- 
tives, such as accounting or financial 
men, for example :— 


The Board of Directors.—It has 
charge of the maintenance of the overall 
solvency of the business, and the over- 
sight of the management of the busi- 
ness and its funds. It is also responsible 
for ensuring adequate finance and for 
determining the major financial policies. 


The General Manager.—He has the 
responsibility for carrying out the 
financial policies laid down by the 
board, and for the profitable employ- 
ment of funds. 


The Production Manager.— He has 
charge of a large part of the funds of 
the business by way of investment in 
plant and stock. His failure, for ex- 
ample, to use the facilities effectively 
will weaken the profit and financial posi- 
tion of the business. 


The Sales Manager.—His job is basi- 
tally a financial one of getting in cash 
—cash for goods. The quicker he does 
this and the more cash he gets in, the 
better the financial position will be. 


The Financial Executive.—He will be 
Tesponsible for the custody of cash 
funds and security. He will record and 
Supervise the use of all funds in any 
form. He will provide financial reports 
and advice. 
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DEFINITIONS. 


Management is the process of plan- 
ning and guiding the operations of an 
enterprise. It involves the setting up 
of operating plans and procedures for 
their accomplishment, together with 
the supervision and integration of the 
personnel engaged to carry out the 
operations. It is largely a matter of 
executive control. 


Organization, which this paper dis- 
cusses, is concerned with the structure 
of responsibilities and lines of autho- 
rity, and with systems, procedures, and 
other methods that enable executives 
more effectively to do their part to- 
wards the attainment of the objectives 
of the business and, in particular, the 
vital financial objectives. 


SOME REQUIREMENTS OF A 
SOUND ORGANIZATION. 


A satisfactory organization of an in- 
corporated business requires that :— 

1. A board of directors should be a 
board of direction—a_ policy-making 
body that does not interfere in detailed 
execution of the plans. 

2. One person and one person only 
should be finally responsible for the 
day-to-day management of a business. 

3. Whilst the chief executive must 
retain final responsibility for the con- 
duct of the business, the detailed duties 
should be decentralized as far as prac- 
ticable. 

4. Control media, procedures, etc., 
should be established that will aid the 
chief executive and his under managers 
to supervise the progress of the busi- 
ness and the actions of the executives 
and employees in their charge. 
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FINANCIAL ORGANIZATION — Continued 


1. Board of Directors: A Policy-making 
Body: 


There is a need to keep boards of 
directors as boards of direction or 
governing bodies that look ahead, that 
make policies and plans, and check up 
on the achievements of the organiza- 
tion, but do not become entangled in the 
detailed execution of the plans. To 
these ends the policy-making functions 
and the sphere of operation of the 
board of directors should be clearly de- 
fined and understood. 


It is desirable that the nature and 
scope of the duties of the directors as 
a board should be set out in a manual, 
together with the periodical financial 
reports to be’submitted to the directors 
during the year and the various finan- 
cial matters that should be brought up 
for attention at specified times. The 
financial matters to be considered may 
be couched in the form of questions or 
they may follow from the budget pre- 
paration or its consideration. 


The financial responsibilities that 
should be undertaken by the board of 
directors may be broadly defined as 
follows :— 


1. To lay down broad lines for the 
guidance of sectional managers (finan- 
cial, production, marketing, personnel, 
research, public relations, etc.) in fulfil- 
ment of general policy. 


2. To maintain a continuous control 
of the company’s affairs through the 
medium of periodic reports, accounts, 
and statistics, submitted by the chief 
executive (managing director or general 
manager) in order to ensure that policy 
is being followed. 


3. To authorize capital expenditure 
and the disposition of profits or losses 
accruing in the conduct of the com- 
pany’s affairs. Included in this is the 
sanction of the purchase and sale of 
lands, buildings, or other assets, and 
the custody of the company’s property. 


4. Selection and remuneration of the 
chief executive officers. 
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2. One Person Finally Responsible: 


Good organization requires that there 
should be only one person finally re- 
sponsible for the management, and the 
financial result, of the business. 


The chief executive—by whatever 
name he is called — general manager, 
managing director—is the one re- 
sponsible for the management of the 
organization. 


He is responsible to the board of 
directors for the effective management 
of the organization in accordance with 
the policy laid down. 

He must delegate as much of his de- 
tailed duties as possible (he cannot 
delegate all nor can he delegate his final 
responsibility for the management of 
the business) and he must keep effective 
control of the actions of his sub 
ordinates. 


The chief executive’s main concern is 
to ensure that the financial objectives 
are reached, His task is essentially one 
of control, of directing the actions of 
the subordinate managers towards the 
desired goal. He is responsible for the 
financial success of the business. 


Committees. 


Sometimes, too, committees are 
formed to decide on executive action, 
the two most common being an Opera- 
tion Committee and a Financial Com- 
mittee. 


No committee should provide the 
opportunity for the chief executive, or 
for that matter any executive, to 
shelve final responsibility for any action 
taken. Individual responsibility should 
always remain, 


Generally it is considered desirable 
to exhaust individual action before re- 
sorting to committee deliberations, as 
the latter can be a prolific source of 
wasted time. 


Committees of an advisory nature are 
useful and, if soundly formed and oper- 
ated, their decisions will be accepted. 
They are also useful as a co-ordinating 
medium and for letting executives know 
the problems and aims of other execu- 
tives. In these ways they can lead to 
better understanding and team work. 
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FINANCIAL ORGANIZATION — Continued 


Executive Directors. 

In companies where directors are also 
executive it should be clearly shown in 
the organizational charts and manuals 
that directors, when acting in their 
executive capacity, are subject to the 
direction of, or answerable to, the chief 
executive. The employee directors 
should have a clear understanding of 
the functions of executives and 
directors. 


3. Decentralization and Delegation: 


As a general principle, authority for 
spending or exercising the financial 
function should be placed as close as 
possible to the point where action 
originated. 

Control can be obtained through bud- 
gets and budgetary procedure. 

It is not necessary that all statistical 
records should be kept in the office. 

Production records may be kept at 
the factory, and the sales statistics in 
the sales department, but all should be 
kept under the functional control or 
oversight of the financial control or 
oversight of the financial executive. In 
some cases, the sales or factory manager 
may have the control of the clerks 
doing the work, and be responsible to 
the chief accountant for correct record- 
ing. 

The financial executive must be care- 
ful not to upset the desirable position 
of —‘“‘one man, one boss” — by inter- 
fering with employees under the charge 
¢ a functional or departmental execu- 
ive. 

Where divisions or branches of the 
business are operated away or distinct 
from head office it is usually desirable, 
if they are sufficiently large, to make 
them self-contained, with the local 
Manager in complete control of the 
whole staff. In these cases, the financial 
executive or his staff will act as out- 
side consultants, except to ensure that 
policies laid down by the chief executive 
are followed. 


4. Control Media: 


Some of the control media that the 
chief executive will need to set up to 
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assist himself and other executives can 
be described in broad terms as:— 

(a) @perating policies. 

(b) A sound structure of authority, 
executive relationship, duties, 
etc. 

Plans of operation that will show 
clearly the part they have to 
play in achieving the financial 
objectives. 

Reports that give a running com- 
mentary on the fortunes of the 
business, and how each section 
is playing its part in the accom- 
plishment of the profit plans, etc. 
(e) Other control media. 


(c) 


(d) 


A. Financial Policies upon which 
Executives are Fully Informed: 

Statements of policies provide for 
consistency of action. If these are not 
understood and followed, current opera- 
tions may not be as effective as they 
should be, and the desired goals may 
not be reached. 

Policies enable smoother operation, 
less conflict, and enable executives to 
make decisions more quickly when any 
unusual situations develop. They are 
also required for the guidance of those 
spending — or supervising the spending 
of — the money. 


B. Sound Structure of Authority: 


A sound structure of authority is it- 
self one of the main tools for controlling 
executive action. It fixes responsibility 
and determines the sphere of action and 
supervision of each executive and deter- 
mines the relationship of each. Conse- 
quently it obviates the shelving of final 
responsibility for any decisions made or 
failure to take action required. 

A well-designed structure will reduce 
overlapping activities to a minimum, it 
will group similar and related activities 
and place each in charge of a suitable 
executive. 

C. Authority and Responsibility for 
Expenditure: 

In any organization, it should be 
made clear who has authority for 
spending and for what. The accounting 
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FINANCIAL ORGANIZATION — Continued 


procedure will be organized to show 
how much each senior executive has 
spent on different classes of items. 


There are two angles to spending, 
one is that no more money is spent than 
has to be, and the other is that all the 
money is spent that should be. 

In organizing the financial routine, it 
is necessary, of course, to see that no 
money is paid out without proper 
authorization, and that no commitments 
are entered into unless they are neces- 
sary and duly approved. 

Spending by executives should be con- 
trolled. There are three procedures that 
may be adopted :— 


1. Specific approval of each expendi- 
ture desired. 


2. Limiting the amount that each 
executive can spend on each item with- 
out approval. 


3. Forward planning and the setting 
up of allowances which functional 
executives can spend on main classes of 
items. The executive must then seek 
special permission for any excess ex- 
penditure. 

There is no limit to the ways in 
which money can be spent. There is a 
limit to the sources of money for a 
business — hence the necessity for plan- 
ning and control of finance. 


D. Plans of Operation — Forward 
Planning: 


Control of expenditure does not begin 
with the assurance that the expendi- 
ture was properly authorized and spent 
for the company’s purposes. Rather it 
goes back to the proposal to spend the 
money — the request for authority. 

The stage to control expenditure is 
when the proposal to spend money is 
made, or even before that, in the stage 
that resulted in the development of the 
situation developing which requires the 
money to be spent. The best time to 
control expenditure is before the ex- 
penditure is made. 

The routine of forward planning is 
important in control of expenditure. 
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Forward planning, as exemplified in 
budgetary procedure, is the principal 
means of carrying company plans, poli- 
cies and objectives down to operating 
levels. 

Budgetary procedure expresses the 
production, selling and operating plans 
in pounds, shillings and pence, and thus 
enables them to be more closely co- 
ordinated one with the other and with 
the financial objectives and funds of the 
business. Budgets provide the means of 
control in that any departure from plan 
or any excess spending is thrown out 
for immediate enquiry. 

Budgetary procedure makes the 
operating executives more cost-conscious 
and enables them to understand the 
financial implications of their functions. 


A budget manual will set out the bud- 
get procedure and assist the introduc. 
tion and maintenance of the programme, 


The manual will state :— 


1. The form in which the budget is 
to be shown and how it is to be 
prepared. 

. Dates by which the sectional bud- 
gets are to be finalized. 

. Steps to be taken in preparation 
of the sales and production plans. 

. Duty and authority of each execu- 
tive interested in the preparation 
of budgets. 

. Procedure for the approval and 
revision of the plans of operation, 


etc. 

. How the budget is to be enforced, 
including the preparation and 
form of the reports that will show 
actual performance compared with 
the expected performance. 


E. Accounting Reports: 


Accounting reports provide the means 
of control by highlighting where ex- 
pected results are not being met. 

Accounting reports should be as few 
as possible, but adequate to give the 
necessary coverage. To my mind they 
should not be too detailed, and generally 
it will be sufficient to disclose sectional 
efficiency. 

Reports suitable for a manufacturing 
business are :— 
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FINANCIAL ORGANIZATION — Continued 


Monthly profit statement. 
Profitability and cost of goods sold. 
Excess material usage and spoilages. 
Labour cost and efficiency. 

Cost of expense and idle time. 

Over or under spending. 

Finished production. 

Stock investment. 

Cash position and prospects. 

State of book debts. 

Reports should be for use and not 
merely for interest. They should con- 
tain only information relating to the 
sphere of responsibility of the executive 
for whom they are supplied. 

The higher in scale the executive, 
the more summarized should be the in- 
formation in the report. The report 
should include a comparison with some 
standard or target. 

The organization of the financial and 
cost procedures and reports will supply 
data that will enable management to 
take action on the basis of knowledge 
where otherwise they may not know 
that action was required. 


Capital-Expenditure Reports, 

Few companies have a sufficiently 
well thought out procedure for the con- 
trol of capital expenditure. A careful 
survey of the improvements required by 
the business should be made. 

Each year functional executives 
should submit lists of improvements in 
equipment desired, classed as :— 

1. Essential to satisfactory work. 

2. To improve efficiency. 

8. Desirable for expansion, but not 

immediately required. 

Priorities will need to be determined 
and matched with finance, available 
eneating facilities, production times, 
ete. 

_A meeting of major executives will 
discuss the plans and the chief execu- 
tive will finally approve those for sub- 
mission to directors. 

Any projects outside the plan will 
need explanations and specific approval 
of their chief executive. 

The accounting department will 
watch the expenditure against estimate, 
and supply progress reports. 
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Once every six months a report will 
be made to the chief executive on the 
outcome of the projects put in hand 
and the benefits resulting as measured 
with anticipated benefits. The follow-up 
is important. 


Other Control Media, 
Production-control records and pro- 
cedures are valuable media for financial 
control. Scheduling of production to- 
gether with scheduling of purchases and 
inventories permits a scheduling or eco- 
nomic use of financial requirements. 


Duties and Organization of the 
Financial Department. 

The financial executive is particularly 
interested in the management of the 
working capital. His main interests 
are :— 

(a) To obtain and maintain working 

capital sufficient to meet all 


commitments, and 
(b) To keep the working capital 
earning as rapidly as possible. 
He tries to ensure that funds are 
available to pay liabilities as they be- 


come due, and at the same time strives 
to obtain the best return on the money 
invested. Consequently, he seeks the 
maintenance of a proper balance be- 
tween current and fixed assets, and the 
maximum turnover of book debts and 
stocks. 

The more times that the working 
capital is turned over, that is, the more 
times a pound goes through the cycle 
of stock-book-debt-cash, carrying a pro- 
fit with it each time, the more profit 
there will be. It is the turnover of the 
investment that makes for more profit. 

Only the operating executives can do 
anything positive to bring about the 
situation that the financial executive 
wants. Except for the collection of 
book-debts, which may be in his care, 
the financial executive can do no more 
than keep the chief executive informed 
and maintain pressure on the operating 
executives to do their part. He must 
see that the financial responsibility of 
the various executives is decided and 
the procedure for authorizing expendi- 
ture established. 
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FINANCIAL ORGANIZATION — Continued 


Some of the specific financial activi- 
ties and duties under the control of 
the chief financial executive are as 
follows :— 

(a) Procurement of the necessary 
funds required to carry on the 
business — so far as these duties 
are not carried out by the chief 
executive and directors, 
Checking that the funds of the 
business are used for business 
purposes and that the assets in 
which the funds are invested are 
fully protected. 

(c) Reporting the financial position 
and progress generally, provid- 
ing financial measures, indices 
and data that will aid manage- 
ment to handle the funds more 
intelligently and efficiently so as 
to obtain the desired financial 
result, 

Recording and classifying the 
source and use of the funds, 
Disposing of the financial sur- 
plus: he will advise on the 
extent to which reserves are re- 
quired for stability, development, 
or financing any deficit, and 
arrange for the payment of divi- 
dends approved. 


Office and Statistical Work. 

Inventory control is sometimes the 
prerogative of the finance department. 
This may be so where financial-invest- 
ment limits are all important, but other 
og ger considerations preclude this 
idea. 

Generally, however, it is desirable to 
place under the charge of the financial 
executive the statistical and office pro- 
cedures. 

In this way, the best use is made of 
the technical information and experi- 
ence of the financial and accounting 
men, Duplication of effort is avoided 
and. with centralization of clerical 
effort, economies and better supervision 
should result. It also ensures that re- 
cords ard statistical data are issued to 
those who need them and that the data 
will be better interpreted. 

Because the accountant is usually the 
executive most highly skilled in the de- 
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sign of records and the analysis of 
statistics, the work will be done most 
efficiently if handled by him or his 
department. 

Many different practices are evident 
in organization and procedures charts 
in relation to some of the duties that 
have been attributed here to the finan- 
cial executive. 


Cost Accounting. 

Cost accountants in the organization 
charts of some companies in Australia 
come under the jurisdiction of the pro- 
duction manager. This is undesirable 
and, unless there is another cost 
accountant for distribution and the 
office, the cost work will be restricted 
to production. In any case, being under 
the control of an operating executive he 
has not complete freedom to show the 
results of the department in an un- 
favourable light. Also he may not have 
access to the financial books. 


Credit Control and Collection. 


There is, also, sometimes a difference 
of opinion between the finance depart- 
ment and the sales department as to 
who should handle credit and collections, 

The sales department thinks that 
credit is a service that may or should 
be sold like any other service. 

One writer states that delegating re- 
sponsibility to solicit business to one 
group and the authority to grant credit 
to another group is extremely wasteful 


' and is becoming outmoded. 


The split-up can lead to conflict and 
lukewarmness by the salesman about 
the credit standing of the “easy-to-sell” 
customers. He tends to leave it to the 
financial men to do the checking, 
although he may be in a better position 
to do it. 

In some types of businesses, it is 
better for the sales department to look 
after credits and collections (e.g., sell- 
ing to small retailers where there are 
numerous small accounts and the sales- 
man is in the best position to judge the 
risk and to collect the money). 

Where this position exists, the finan- 
cial executive will act as financial ad- 
viser and an “umpire” to see that the 
game is played according to the rules. 
The sales manager will be held re 
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FINANCIAL ORGANIZATION — Continued 


sponsible for bad debts in excess of a 
stipulated percentage: there may be 
times when he will be held responsible 
for total bad debts being too low, and, 
as a further safeguard, he may be re- 
quired to keep book debts liquid to the 
extent of say 80 per cent. current 
account, 

Specialization. 

Specialization in the office, as in other 
sections of the organization, is a desir- 
able practice for attaining effectiveness 
and economy of operation. The dif- 
ferent skills and aptitudes that various 
types of clerical work require are not 
generally recognized. A good auditor 
does not necessarily make a good cost 
accountant, and vice versa, Generally, 
it can be said that an accounting- 
trained mind does not make a good per- 
sonnel supervisor. 

In a large office, the chief financial 
executive may allot the work among :— 

PR ER recording and con- 

trol. 

General Accountant — accounting for 

debtors’ and creditors’ ledgers, 


general ledger and tax matters. 
Cost Accountant — costing. 
Budget Officer — budgeting. 
Paymaster — compilation and pay- 
ment of wages and salaries. 


Office Manager — communications, 

personnel and welfare. 

Internal Auditor — checking work. 

In a small office the financial and 
accounting work may be all carried out 
by one man with the possible help of 
outside consulting accountants on taxa- 
tion and costing. 

In the financial section, as in other 
departments, it is desirable wherever 
practicable to distinguish, and to have 
handled separately by different grades 
of executives, policy-making and plan- 
ning and supervision and operating 
duties. 

RELATIONSHIP OF FINANCIAL 
EXECUTIVE WITH OTHER 
EXECUTIVES 
Financial Executive Not Final 

Controller. 

There is a growing tendency to re- 
gard the financial executive as the 
controller of the business as much 
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responsible for the operating success of 
the business as the chief executive. 

The financial executive will have a 
large part to play in the success or 
failure of the business, but he is not 
the final controller of the business. He 
is a specialist adviser, a staff man: he 
also operates a service supplying in- 
formation required by the chief execu- 
tive and other managers to control 
activities. He is the designer or 
fashioner of the means or instruments 
of control rather than the actual con- 
troller. The chief executive, the general 
manager, is the only one who can in- 
struct the executives in charge of the 
various sections or functions of the 
business what to do. This the finance 
man cannot do in his own right. 


The Financial Executive may have 
power to enforce financial policies and 
plans and perhaps finalize the budgetary 
programmes for the coming period, but 
his relationship with the production and 
sales managers is similar to that of the 
personnel manager, in so far he does 
not supervise the direct operational 
activities of the enterprise. Rather his 
task concerns the control technique, the 
procedures of planning, checking and 
recording, and he acts as a consultant 
on the financial implications of the 
actions or decisions of the managers. 

Largely, the duties of the chief finan- 
cial officer are of a nature originating 
in expert knowledge, and requiring that 
he be consulted before any important 
decision is taken pertinent to the finan- 
cial position of the business and that he 
has power to act within the framework 
of the approved policy, but must direct 
his actions through the executives 
and/or supervisors in the line of the 
organization. 

It is interesting to observe the func- 
tional organization chart prepared by 
Major-General A. S. Wilson, O.B.E., for 
a paper to the Australian Institute of 
Management, Melbourne, which shows 
clearly the staff and service nature of 
the functions performed by the finan- 
cial executive. 

MEANS OF CONTROL NOT THE 

END-ALL OF MANAGEMENT 

It should, of course, be clear that the 

means or forms of control are only pro- 
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FINANCIAL ORGANIZATION — Continued 


vided to assist an executive more effec- 
tively to discharge his duties. They 
cannot supersede the drive, judgment, 
and personality of managers. 

The operation of any business can- 
not be better than the calibre of the 


tives and their understudies in order to 
increase their personal effectiveness, 
and planning for a continuing balanced 
trained staff must receive major con. 
sideration in the organization of the 
operation of a business. 

Many top executives, who have risen 
from technical specialist positions, tend 
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men who run it. Consequently, prepara- 
tion of job specifications, method and 
policies of selecting financial and other 
executives, plans of training, educating 
and broadening the outlook of execu- 
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Sales 


to give undue importance to that aspect 
of the organization from which they 
have risen, and the best way to offset 
this is a training in financial manage- 
ment aims and procedures. 
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PROFESSOR A. 


The appointment by the Council of 
the University of Melbourne of Pro- 
fessor A. A. Fitzgerald, O.B.E., to the 
recently established Chair of Account- 
ing in that University gives members 
of the Society great satisfaction. 

Professor Fitzgerald is a member of 
the Victorian Divisional Council and a 
representative of that Council on Gene- 
ral Council. He was a member of the 
Divisional Council and General Council 
of the former Commonwealth Institute 
of Accountants for many years and had 
occupied the offices of both State Presi- 
dent and General President of that 
Institute 

The Society is indeed proud that one 
of its senior members has been ap- 
pointed to the Chair. 
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A. FITZGERALD 


In the establishment of this Chair of 
Accounting, history has been made in 
the accountancy profession in Australia, 
as it is the first Chair of its kind to be 
established in a University in this 
country. 

Professor Fitzgerald’s appointment is 
a fitting tribute to the many services 
he has rendered to the accountancy pro- 
fession. 


The late Professor Gordon L. Wood, 
in whose name the Chair was estab- 
lished, would have gained great satis- 
faction and pleasure in the knowledge 
that his colleague and close associate of 
many years had been appointed the first 
Professor in Accounting. 
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Nature and Scope of Internal Control 
By ASHLEY FORSTER, F.C.IS., F.C.A. (Aust.) 


Paper read to the Sydney Chapter of the Institute of Internal Auditors — Sydney, 
12th August, 1954. 


AN IDEA is abroad that internal con- 

trol is “new”, that it is a modern 
development. There is also a consider- 
able diversity in views currently held 
as to what constitutes Internal Control. 

Some regard it as nothing more or 
less than a system of internal check, 
confined within the framework of the 
accounting system; others again, under 
the influence of American thought on 
the matter, concede that it extends into 
the field of management. Internal 


auditing is viewed generally as a sepa- 
rate function which merely takes over 
the checking-in-detail not carried out 
by the external auditor. 


To hold to such concepts is clearly 


to misunderstand the real nature of 
Internal Control. 

In this paper we shall first examine 
the origins and development of internal 
control and dispel the illusion that it is 
a “new” or modern technique. We will 
find, as we examine the terms currently 
used, that there is scope for clarifica- 
tion and a need for a better definition 
of terms. 

We shall conclude that internal con- 
trol is a wider concept than current 
writings on the subject would seem to 
suggest — it extends beyond the boun- 
daries of the formal accounting system. 

Some suggestions are made, as a 
guide, in the formulation of policy lead- 
ing to the development of an adequate 
system of Internal Control. At this 
point some emphasis will be placed 
upon the non-accounting controls, to 
strengthen an appreciation of the more 
modern concepts in this field. (The 
treatment of the subject matter 
throughout is not to be regarded as 
being exhaustive in character.) 


The earliest clear illustration of in- 
ternal check that I am aware of was 
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found among pictures drawn on the 
walls of the tomb of Chnemhotep — 
dating back to about 3500 B.C. Other 
examples go back to a time contem- 
porary with the monument discovered 
at Susa on which is inscribed the code 
of laws promulgated by Hammurabi. 

It seems clear enough that if we go 
back to the Chaldean-Babylonian Em- 
pire, said to have had the first regularly 
organised government in the world, we 
find evidence of “accounting records” ; 
evidence of “internal check”; and evid- 
ence of “auditing” which has origins 
contemporaneous with accounting. 

Although in those cases they differed 
in nature from the present-day content 
of those terms. Babylon was, from the 
remotest antiquity, the chief commer- 
cial centre of the East. Some of those 
early records are on stone, others on 
clay tablets, others again on papyrus. 

The Egyptian scribe prepared his ac- 
counts on papyrus with a calamus. 
There are numerous documents which 
have come down to us showing how the 
accounts were kept in the “house of 
silver” and in similar departments; the 
minutest details of amounts received, 
from whom and when, and details of 
use and application are all conscien- 
tiously set down. 

The pictures in the tomb of Chnem- 
hotep indicate that the scribes were 
present on all occasions whether it was 
silver being received and weighed in, or 
corn being received into store or mea- 
sured out. “. . . they squat on the 
ground, with the deed box or the case 
for the papyrus rolls by them, a pen in 
reserve behind the ear, and the strip 
of papyrus on which they are writing 
in their hands.” 

When corn was brought to the store 
the sacks were filled in the sight of the 
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overseer and noted down. When carried 
to the roof of the storehouse and 
emptied through the receiving opening, 
the scribe stationed there recorded the 
number received. One official’s records 
were thus made to check those of 
another. 

Some form of check upon the fidelity 
of persons entrusted with the property 
of another has been practised since the 
crudest beginnings of community life. 

Not only the Egyptians but also the 
Greeks provide us with evidence of it; 
the accounts of all public officials in 
Greece being scrutinised at the expiry 
of their period of office by checking- 
clerks. 

The Romans, in the times of the Re- 
public, recognised clearly the distinc- 
tion between the custodian of cash 
funds and the official who authorised 
their expenditure; they developed a de- 
tailed system of checks and counter- 
checks amongst these officials. 

In Italy, in the middle ages, the 
transactions of a cashier appear to have 
been checked by means of a separate 
record kept by a notary. The same 
method of checking was employed in 
England by the Chancellor. 

In fact, in earlier days three separate 
records were kept: one dictated by the 
treasurer, a second written out by the 
chancellor’s clerk, and a third kept by 
the King’s representative. They were 
independently kept records; they were 
audited each year, and each page 
marked pb‘, or “probatum” as finally 
being settled as correct. 

A similar accounting was taken with 
the sheriff’s records, which were care- 
fully audited in the modern sense of 
the word, including an examination of 
vouchers for expenditure. 

The development of accounting re- 
cords parallels the development of com- 
munal or social life. The development 
of forms of government necessitated 
the raising of revenue and its expendi- 
ture with the related task of accounting. 

Accounting involved not only a know- 
ledge of numbers, but also the power 
of counting or reckoning. This predated 
the stating of accounts as we might re- 


454 


cognise them today, since stating an 
account in the modern sense of that 
phrase could not take place until some 
monetary standard had been adopted, 
in which the items composing an ac- 
count could be expressed not only in 
money, but in terms of some sort of 
“equality”. 

The adoption of a monetary standard 
and experience with the records of 
transactions led to the evolution of 
double-entry records somewhere be 
tween the 10th and 13th centuries. 

The first printed book to describe the 
system was written by a Franciscan 
monk — Fra Luca Pacioli, and printed 
in Venice in 1494 — yet it was not until 
the early part of the 20th century that 
another Italian, this time a lay pro- 
fessor, one Fabio Besta, gave a coherent 
and self-consistent theoretical explana- 
tion of the double-entry system of 
accounting in his “Value Theory of 
Accounts”. 

The Egyptian scribes were a part of 
the organisation of the Treasury; later, 
as in Greece and Rome, officials with a 
specific checking or auditing function 
— apart from the organization audited 
—carried out the work; later still and 
within the past three hundred years, 
at that, we find independent auditors 
serving “diverse great Lords as 
auditor” —and the modern public and 
professional practice of accounting 
emerges. 

Today, as with the Egyptian scribes, 
we again find work of the nature of 
internal checking and internal auditing 
being carried out. 

We do not know, of course, how much 
knowledge was lost in antiquity and had 
to be rediscovered, but it does seem 
that throughout this time the concept 
of internal control was a narrow one 
because it did not embrace what to- 
day we would call non-accounting con- 
trols. To support this I might quote 
two examples taken from early English 
text books. 

The first of these examples is drawn 
from a text book written by George 
Jackson, accountant, about 1895. Since 
this book ran to twenty-one editions, it 
might therefore be regarded fairly as 
a standard work of that time. 
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To the main work, which deals with 
an allegedly simplified method of book- 
keeping, is appended “Observations on 
the most effectual means of preventing 
and detecting forgery, fraud, error and 
embezzlement — both in cash transac- 
tions and in the receipt and delivery of 
goods, etc., etc., etc.” The writer knew 
the rudiments of internal check, under- 
stood some of its principles, and realised 
is was part of the management func- 
tion. I need only mention a few excerpts 
here :— 

“We should,” Jackson said, “keep 
private memorandums of the daily 
totals, Dr. and Cr. of the Cash Books, 
both general and petty, so that we may 
detect any and every alteration and 
place our own figures in red or blue ink 
against the totals inserted by others, for 
both our initials and ticks are useless 
unless put against our own figures.” 

He goes on to say :— 

“Let us be our own cashiers, however 
large our establishment. If we employ 
twenty collectors, let the collective 
amounts be passed through one channel 
only — our own hands, and let but little 
cash be kept in the house.” 

Advising a prompt accounting with 
collectors, George Jackson observes: 

. yet ought we never to refuse to 
take ‘the honey from the working bee 
lest it be irretrievably lost.” 

The unchanging character of office 
boys is exemplified in his remarks under 
the heading of “Petty Cash”: “Boys” 
(he says) “should not be entrusted with 
the keeping of the petty cash account, 
unless it be open to everyone in the 
counting house, else their own petiy 
disbursements might tempt them to 
make false charges.” 

Masters are” (in his view) “much to 
be blamed for want of due vigilance.” 

Finally, in this section, he gives this 
injunction :— 

Let us “encourage the different and 
timid — check and repress the forward, 
the presumptuous, bestow just and 
ample commendation upon the diligent 
and attentive, regulate the ambitious, 
rouse the slothful, and make the idle 
bestir themselves” ! 
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Turning from “Cash” to “Goods’, 
Mr. Jackson observes that the gross 
neglect evinced by tradesmen generally 
with regard to the correctness and con- 
sequent security of their stock in trade 
4 - unaccountable as it is unpardon- 
able. 


He gives some salutary advice in re- 
lation to various types of business: 
e.g., “Tailors (who have keen eyes for 
business) keep proper shop books, and 
debit the cutters for so many yards of 
cloth, and the cutters’ book shows so 
many garments have been cut out, 
which are again debited to those who 
sew them, and when finished they find 
their way to the day book of the count- 
ing room so that it is known very nearly 
whether any malpractices exist.” 


The second series of examples are 
derived from “Dicksee’s Auditing”, 
the authorised American Edition pub- 
lished in New York in 1905. In devising 
and applying a system of internal 
checks, Dicksee says there is the advan- 
tage of causing any irregularities to be 
corrected at once. He recognises three 
principles :— 

1. That a person in charge of cash 

should never be in charge of any 
ledger. 


. That (each ledger should be “self- 
balancing”) “. . . it is absolutely 
essential that those ledgers which 
are not checked in detail should 
be so arranged that they may be 
collectively balanced spa 
from those ledgers that are . 


. That where the individual ete 
are numerous and are not checked 
in detail by the auditor the clerks 
in charge (of them) should be 
frequently changed about. 


. And reached this conclusion 
which, in point of time of its 
statement, is of interest to us:— 

“ ... With a system of accounts 
arranged upon these lines, a de- 
tailed audit is frequently not 
necessary in its entirety, but it is 
always desirable that the auditor 
should satisfy himself that the 
system has actually been carried 
out as originally designed, and 
sections of the work should be 
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fully checked at 
times.” 

Up to the early 1900’s then, we can 
see that the concept held may be de- 
scribed as Internal Check and was 
limited to accounting controls. I sug- 
gest that this term “Internal Check” 
— be used to describe those controls 
within the formal accounting system — 
those checks and safeguards built 
directly into the accounting procedures. 

The publication date does not appear 
on George Jackson’s text, but it can be 
said quite definitely that the 21st Edi- 
tion quoted trom appeared some time 
after 1890 and before 1898. Jackson 
clearly did not advert to the problems 
associated with large-scale enterprise. 

Even Dicksee, a much more com- 
petent writer, did not go beyond what 
I have described as “internal check’, 
recognising only three elements: divi- 
sion of duties, use of bookkeeping 
proofs, and rotation of personnel. 

What may fairly be regarded as 
“modern” in our present-day concepts 
is related entirely to special phases and 
the special problems of large-scale 
organizations. Pacioli was modern and 
up to date when he wrote his first text 
on double-entry bookkeeping in 1494. 
His instructions for the opening and 
keeping of a set of books, of a simple 
character, may be read today and ap- 
plied without significant alteration in 
detail, and no alteration of principle. 

Jackson related his approach to the 
usual scale of enterprise with which 
he was familiar. It is doubtful whether 
the larger organizations of his day knew 
any better practices—even if the 
executive head or owner could not be, 
“his own cashier”, as Jackson advised. 

Dicksee shows, clearly and signi- 
ficantly, the emergence of the technique 
of sampling and test-checking with 
reliance by the auditor upon internal 
check operating within the organization 
under audit. The external auditor has 
no duty to report upon management, he 
is concerned with the business controls 
which are exercised through accounting 
procedures and methods. 

The problem is, of course, that what- 
ever may be the scope of his duty, or 
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of his report, the external auditor has 
today, in relation to large-scale enter. 
prise, to consider the more broad 
modern concept of internal control, even 
though, having done so he restricts his 
review (at least for reporting pur. 
poses) to matters affecting, or likely 
to affect, his opinion on the financial 
statements. Beyond the sphere of the 
accounting controls, those checks and 
safeguards loosely referred to as “In- 
ternal Check” there are, of course, other 
non-accounting controls which ought to 
be separately identified. 

In general terms it may be said that 
the various types of controls have not 
been so clearly and separately identi- 
fied. One of the reasons for this lies in 
the nature of the available textbooks. 

If the subject has been auditing the 
emphasis has been upon those aspects 
which were thought to be of interest to 
the auditor qua auditor. The principles 
involved were not taken beyond Dick- 
see’s 1905 exposition of them, although 
the subject matter for discussion and 
study in the more recent writings has 
included rather more detail of the 
mechanics of internal check. 

This is not wholly adequate as an 
explanation, for turning to a text writ- 
ten on a subject closely related to 
Internal Control — “Design and Instal- 
lation of Accounting Systems” — the 
author refers to the need for informa- 
tion for planning and co-ordination, for 
control, and for protection, but does not 
relate his ideas to an overall integrated 
system of Internal Control. 

He does advert to Internal Check, but 
dismisses it in a somewhat summary 
fashion “. . . the principle (he says) is 
simple. It consists merely of checking 
the work of one employee by that of 
another .. .”. One might add: so too, 
with accounting which, resting upon the 
simple principle of double-entry consists 
merely of making a credit entry related 
to every debit entry and vice versa! 

If we are going to think in a con- 
structive and effective manner, some 
would say in a “scientific” manner, we 
must get terms and their meanings 
firmly fixed in our minds: use these 
terms precisely in speech and in writing 
so that they can come to mean the same 
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thing to all persons who use them cor- 
rectly (i.e., in accordance with the 
definitions) . 

A better understanding of our sub- 
ject matter demands firstly; that we 
provide definitions which are as clear 
as we can make them and secondly: 
that we indicate what those definitions 
embrace and how the various terms 
should be used. This may be done best 
by bringing together our main points in 
a schematic fashion :— 


INTERNAL CONTROL 
EMBRACES 


Accounting Controls, including: 

1. Internal Check.—The operating 
methods and procedures in ac- 
counting, the design in the control 
of transactions, with, e.g., the 
separation of the custodial and 
accounting functions. 

2. Internal Audit.—Internal apprai- 
sal and review; testing perform- 
ance, and adherence to the 


prescribed policies in the area of 
finance and accounting. 


Non-Accounting Controls, including: 

1. Organisation Controls. — The 
organisation pattern best suited 
to operations. 

2. Personnel Controls. — Personnel 
selection and training to secure 
adequate levels of performance. 

3. Operating Controls. — Standards 
of performance, including 
materials, production and quality 
controls and reporting techniques. 

(The internal auditing procedures 
may properly extend into this area.) 

A special study of Internal Control 
was made by the American Institute of 
Accountants’ Committee on Auditing 
Procedure and a pamphlet published in 
1948 carefully defining the scope of in- 
ternal control. Other studies had been 
made by the Institute of Internal Audi- 
tors Inc. (New York, U.S.A.) from 
1941 onwards, and in 1947 this body 
issued a statement on the nature of 
internal auditing and other related 
matters. 

A considerable body of literature has 
grown out of the activities of this 
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specialised group, although it was not 
until 1953 that they published a text 
specifically dealing with Internal Con- 
trol. Some of the best American audit- 
ing texts now present a thorough 
coverage on internal control. 


Internal Control may then be con- 
ceived as a term to be applied to those 
controls over a business which are set 
up to implement management’s plans 
and philosophy in respect to basic busi- 
ness structure and operation. 

As defined by the American Institute 
of Accountants’ Committee, Internal 
Control “. . . comprises the plan of 
organisation and all of the co-ordinate 
methods and measures adopted within a 
business to safeguard its assets, check 
the accuracy and reliability of its ac- 
counting date, promote operational effi- 
ciency and encourage adherence to 
prescribed managerial policies”. 

Internal Control is the general metho- 
dology, unique in detail, requiring to be 
“custom-built” for each situation, since 
it must be developed around individuals 
with varying capacities of supervision 
and with varying degrees of ability to 
delegate or assume authority. In a 
company it commences after admini- 
strative policies have been determined. 
It continues down through the organi- 
sational structure, taking form in the 
development and operation of manage- 
ment policies, administrative regula- 
tions, manuals, directives and decisions, 
internal check, internal auditing and 
reporting, employee training and parti- 
cipation. 

It takes form in three chief ways: 
formally, such as by decisions and 
directives of the board of directors, or 
by “regulations” such as are contained 
in charts of accounts, office or account- 
ing manuals or written instructions 
covering certain areas of activity; in- 
formally (within the formal frame- 
work) given effect to by oral direction 
such as procedural instructions by a 
supervising executive to his staff and 
implicitly in the area of operating or 
procedural habits and standards of the 
nature of sound practices understood 
and observed as a matter of course. 

Since many operating decisions are 
characterised by a dependance upon in- 
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dividual judgment and discretion and 
by freedom from appraisal at the time 
they are made they must be tested for 
their propriety or soundness after the 
event. For this reason, internal control 
does not end with the testing of con- 
formance to policies, but extends to an 
examination of the results of these de- 
cisions after the event, whereas, in the 
other cases, the internal check (devised 
as an integral part of the operating 
procedures) ensures that a transaction 
can be completed only through those 
prescribed operating procedures; the 
transaction is cross-checked or cross- 
controlled through the normal function- 
ing of another individual, section or 
group and is appraised at the time. 
Since the main or axiomatic principle of 
internal check is the separation of the 
responsibility of accounting from that 
of custody or the defaulter finds that he 
cannot abstract funds or other assets 
for which he is responsible and at the 
same time cover up his speculations or 
manipulations by entering “cover” or 
corresponding entries in the accounting 
records. 


So long as controls of effective design 
are maintined, the complete conceal- 
ment of fraud, in the face of this func- 
tional separation of custody and 
accounting, is possible only through 
collusion between employees responsible 
for each of these functions. This is not 
to say that such a separation of func- 
tions is mandatory, regardless of the 
circumstances. 

The cost of protection must always be 
weighed against the risks and exposure 
to loss involved in order to avoid undue 
cost, inflexible and hampering pro- 
cedures or excessive detail or complexity 
in the records. The elements of Internal 
Control have been illustrated already in 
sufficient detail for the present purpose. 


Internal Check and Internal Audit 
are but two of many elements in the 
overall scheme or system of control. 
Internal Check covers, basically, those 
checks and safeguards built into the 
formal accounting structure: it refers 
to the design in the control of trans- 
actions which aims at effective opera- 
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tion and effective protection against 
error, fraud, and waste. 

Internal check takes up the principle 
of a clear-cut division between the 
custodial and accounting functions, a 
feature of which is the allocation of 
responsibility, on a functional basis, 
and a division of duties to ensure that 
no one individual or group has exclusive 
control over any one transaction or 
group of transactions—each being 
cross-checked through the normal func- 
tioning of another individual or group. 


Merely to consider internal check in 
isolation, or merely to regard it as con- 
sisting of no more than a division of 
duties, without relating it to an overall 
scheme of control, is to miss a principle 
that is near to being axiomatic. What 
really is important is that, regardless 
of the methods used, the accounting 
function must be separated, organisa- 
tionally, from the custodial respon- 
sibility. 

Within the formal accounting struc- 
ture, responsibilities are then so 


arranged that a person having the care 
and custody of assets knows that some- 
one else is maintaining records giving 


accounting control over them. So far 
as possible these functions should not 
be combined in one person or section or 
be under the control of the same execu- 
tive officer. 

In recognition of this principle a few 
Australian companies have the per- 
sonnel responsible for the receipt and 
banking of revenue and the actual dis- 
bursement of moneys, the cashier and 
credit manager, under a _ treasurer, 
whilst personnel dealing with time- 
keeping and cost records, accounts pay- 
able and accounts receivable, purchases, 
expense ledger and general ledger are 
headed by the factory accountant, chief 
accountant and internal auditor under a 
controller. 

The manufacturing section (the 
operating function) under its manager, 
also has organisational independence 
under the board of directors. 

It is not uncommon to find some of 
the elements of internal check put for- 
ward in some detail, after the style of 
an audit programme, and described as 
“internal control”, whereas the matter 
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is found to relate, substantially, to a 
division of duties. 


If this material is presented in a form’ 


that suggests that these elements must 
be carried out, invariably, giving to 
each detail the aura of a principle, it 
may then follow that insufficient atten- 
tion is paid to the particular circum- 
stances in each situation. 

Even recognised standards which 
might be regarded more fairly as axio- 
matic — such as the separation of 
custody and accounting—should be 
used initially as guides (to be followed 
within practicable limits). If there are 
limitations, whether from inadequate 
staffing or a too high “cost of control”, 
any resulting weaknesses may be com- 
pensated for in other ways, e.g., by 
more frequent or more comprehensive 
verification through audit procedures. 


Internal Audit is concerned primarily 
with review and appraisal. It is (as 
defined in the Statement of Responsibili- 
ties issued by the Institute of Internal 
Auditors) “. . . the independent apprai- 
sal of activity within an organisation 
for the review of the accounting, finan- 
cial, and other operations as a basis 
for protective and constructive service 
to management. . It deals primarily 
with accounting ‘and financial matters, 
but may also properly deal with mat- 
ters of an operating nature.” 

Where the organisation is of suffi- 
cient size to justify the use of the in- 
ternal auditing technique, the day-by- 
day work performed by the internal 
auditor in developing, maintaining and 
appraising adequate and effective in- 
ternal checks in his principal contribu- 
tion towards making the initiation of 
frauds difficult or their early discovery 
more certain. 

His review and appraisal of other 
forms of control as they function 
through the normal operating processes 
should enable him to assist management 
to reduce or eliminate waste, and other 
forms of loss. It is in this area that 
he may most readily demonstrate to 
management the constructive nature of 
the service he renders. 
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Internal audit is an important ele- 
ment in internal control. It should not 
be confused with, e.g., the pre-auditing 
of vouchers or other matters that made 
up part of the normal operating pro- 
cedures, nor with the work of the ex- 
ternal auditor. 

Both in the work performed and in 
the approach adopted, there is a con- 
trast between the external and internal 
auditor. If this contrast is indicated in 
a sufficiently clear-cut fashion we are 
enabled to see that, although some of 
the techniques of examination and veri- 
fication may parallel and, on occasions, 
overlap each other, there is nevertheless 
a basic distinction both in approach and 
in objective. 

Each performs a quite different func- 
tion, though each aims to render to 
management both a protective and con- 
structive service. 


The external auditor is concerned 
primarily with those business controls 
which are exercised through accounting 
procedures and methods, those controls 
which would be classified as accounting 
controls, and is interested in the in- 
ternal procedures, method, and system, 
not for the purpose of reporting on the 
management at any particular level, so 
much as for the purpose of satisfying 
himself that the controls established 
(both internal check and internal audit 
so far as relevant) are being operated 
as planned and are providing adequate 
safeguards against error, fraud, or 
manipulation. Moreover, that they are 
throwing up accurate data in the ac- 
counts as reflected in the financial state- 
ments upon which he is to express an 
opinion and make his report to the 
members. 

The internal auditor on the other 
hand concerns himself with reporting 
direct to top management on the con- 
tinuing activities or operations of the 
business, and shapes his activities to 
follow the pattern of operations within 
the business. 

He considers what is done, who does 
it, where it is done, and how well it is 
done, and his reports point up to 
management the significance of the end 
results achieved after the “doing” is 
over. The internal auditor follows the 
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internal pattern of organisation and 
must be able to make divisional, depart- 
mental, or other “unit” reports to 
management as required. 

To sum up:— 

The external auditor or public ac- 
countant verifies the end-results and 
validates the “statement of position” at 
a date; he checks and tests, working 
backwards and forwards over a selected 
sample of transactions in order to 
satisfy himself that the balance sheet 
and related statements of earnings or 
of income are stated “. . . so as to ex- 
hibit a true and correct view of the 
state of the (company’s) affairs... .” 

In deciding the scope of his work he 
makes an appraisal of the system of 
internal control so far as it bears upon 
the statements upon which he expresses 
an opinion and makes his report: this 
would include an appraisal of the rele- 
vant work of the internal auditor. 


The internal auditor appraises the 
whole system of internal control, both 
accounting and non-accounting controls, 
procedures and performance, knowing 
that if these controls and policies are 
correctly conceived and applied, the 
final results as reflected in the accounts 
will be accurate and reliable. 

If we turn now to a more close con- 
sideration of some of the non-account- 
ing controls we will, I hope, be stimu- 
lated to reconsider our whole approach 
to internal control and, without mini- 
mising the importance of accounting 
controls, extend our field of vision some- 
what, so that we do in fact, and not 
merely in nominal fashion, render to 
management the type of constructive 
service that fits today’s conditions with- 
in all organisations, particularly those 
whose operations may be said to be on 
a large scale. 


The non-accounting controls would 
include the organisational pattern best 
suited to operations; the procedures for 
passing on clear information at all 
levels, both operational and managerial, 
as to scope of responsibility and the 
attendant delegation of responsibility; 
methods and techniques of reporting in 
the most useful form to management 
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at various levels and in its functional 
grouping, accounting, and other data 
needed by management. 

In these areas some of us who have 
-had overmuch specialised accounting 
training may fail to make any signi- 
ficant contributions, and in many cases 
may even be oblivious to the existent 
needs. We may be able quickly to find 
any significant departure from accept- 
able standards of performance in the 
area of the accounting controls, i.e., in 
the mechanics of operating the account- 
ing system. 

The need for a wider concept of in- 
ternal control, one which recognises 
that it comprises non-accounting as 
well as accounting controls, becomes 
apparent as soon as the organisation 
grows to a size where it is no longer 
practicable to hold policy decision-mak- 
ing and management responsibility 
entirely at the top level, z.e., where per- 
sonal observation of top management 
has to be supplemented by a constant 
flow of information as an indispensable 
aid to decision-making, and respon- 
sibilities have to be delegated over a 
constantly growing area in order to 
maintain a smooth flow of work in the 
productive departments. 

The development and maintenance of 
non-accounting controls is no easier 
than the task in the strictly accounting 
sphere. 

To seek out standard techniques or 
ready-made procedures, in this work, 
is, in truth, searching for the “pot of 
gold”; non-accounting controls, more 
than any others, reach into unexpected 
nooks and crannies, in the organisa- 
tional structure, touch people with 
widely diverse personalities and equ- 
ally diverse plans for reaching the 
objective. 

Conflicts must be resolved: finding 
the “one best-way” calls for a high 
degree of patience, adaptability, will- 
power, persistence and, above all, flexi- 
bility of mind. 

Too much is made of alleged differ- 
ences between organisations in differing 
fields of activity. The problems facing 
us in the sphere of the non-accounting 
controls may be regarded as having 
something like the same degree of simi- 
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larity between different businesses as is 
found in the strictly accounting sphere. 
Consequently, it should be possible to 
express basic problems in like terms no 
matter what the industry, once the de- 
tail, the smaller specialised features, 
are laid aside. 

If that premise is accepted we may 
proceed in accordance with one or other 
of a number of alternative techniques. 
One such involves the setting up of 
standards which are specific yet flexible, 
that is, Internal Control] Standards (for 
both accounting and non-accounting 
controls) then proceeding with-the de- 
sign and implementation of the detailed 
methods and procedures, finally de- 
veloping verification procedures. 

We will experience considerable dif- 
ficulty in formulating acceptable stan- 
dards. We may frequently find our- 
selves at a “dead end’”—we may as 
frequently have to retrace our steps 
to start over again, but this process of 
“trial and error” is simply charac- 
teristic of the task — devising account- 
ing systems and devising systems, to 
provide adequate internal controls is an 
activity in which existing standards 
may serve only as a guide. 

Each system must be custom-built, 
must be hand tooled for the particular 
situation it is intended to fit. 

A necessary preliminary is_ that 
we should learn something of each 
phase of operations, not the technical 
details, but the broad outline of what 
happens, why it is done, and where it 
leads in order to see the organisation 
as a whole. 

We must bring into the discussion, 
when working out any system, two 
groups of people other than the per- 
sonnel in the internal auditing depart- 
ment. Individuals engaged directly in 
the phases of the work which would be 
affected by changes under discussion, 
and competent individuals not closely 
associated with the development of the 
proposed new control plans. 

The reason for this needs little stress; 
those who are engaged in the work 
affected by our plans will co-operate 
with us in working them out and in 
implementing them much more fully if 
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we have first taken them into our con- 
fidence. 

Moreover, they frequently contribute 
suggestions if we use a planned pro- 
gramme for seeking guidance and ad- 
vice from all interested personnel. 
Those others not so engaged are called 
on to make an objective analysis of the 
proposals to point out any weaknesses 
or undesirable features. We need to 
supply them with a brief and well- 
organised summary of the entire system 
in clear, non-technical terms. 

The results of this approach will 
sometimes be surprising, for we cannot 
easily hold to a broad objective view of 
the organisation and our own proposals 
whilst working out all the problems 
encountered in developing our control 
plans. We will occasionally find that 
we have passed over some quite obvious 
points. 

These would remain unnoticed only 
to appear later as trouble spots if we 
were to neglect the necessary steps to 
avoid these and similar difficulties. 

We have to try to secure personnel 
to assist us within the organisation — 
personnel with enquiring and imagina- 
tive minds, with a good knowledge of 
contemporary accounting and financial 
matters. 

They need to have a lot of patience, 
and an attitude of mind which enables 
them to see the need and the potentials 
of a particular type of control. They 
need the quality of persistence in the 
face of difficulty, and seeming disap- 
pointment to see them through long 
periods of development which fre- 
quently precede final acceptance. 

We must develop a sense of propor- 
tion and an ability to resist the lure 
of control for its own sake rather than 
for the results it produces. We must 
be prepared, sometimes, to compromise, 
carefully weighing cost against the re- 
sults or protection secured. Each con- 
trol must serve a real and vital pur- 
pose; it must not be so restrictive as to 
hinder the flow of work or discourage 
normal alertness and initiative. 

Two final points we cannot overlook 
are :— 

1. That we must have some method 

for ensuring that the system in- 
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stalled is, and continues to oper- 
ate, as planned; and 


. That we should always be ready 
to admit an error in planning, to 
amend earlier decisions if need 
be, so as to correct weaknesses 
and deficiencies. 


In this area the appraisal of the 
system of internal control by the ex- 
ternal auditors may produce fruitful 
results and the work of the internal 
auditor should be co-ordinated with 
theirs, in a general way, in order to 
secure the maximum possible benefit 
from the constructive contributions 
which the external auditors are in a 
unique position to make. 

This does not mean that they will 
disclose to the internal auditor pre- 
cisely what matters or areas they pro- 
pose to examine, or explore during their 
audit, nor does it mean that they accept 
his work in lieu of theirs. 

It does mean that he should make 
available to them the reports which he 
has made, in order that they may exer- 
cise their judgment in determining the 
extent to which they may rely upon 
the work which has been done. 

The successful planning and imple- 
mentation of a system of controls means 
that operating procedures are more 
orderly — confusion and disorganisa- 
tion is eliminated. 

There are opportunities all around us 
for improving procedures through more 
adequate controls. We should take ad- 
vantage of them, so far as “manage- 
ment acceptance” can be secured. 

One of the means at hand for secur- 
ing the desired acceptance of ideas in 
this area is to give to management the 
facts which they require to assist them 
in their task. This may mean that we 
have to re-examine the form which we 
are accustomed to use in casting our 
reports. Giving management the facts 
which they require entails not only 
providing management with what they 
ask for, but also discovering other data 
which they should have and convincing 
them of its importance and usefulness. 

We will sometimes find that we are 
obliged to review matters as if we were 
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the management responsible for find- 
ing solutions to the problems under 
consideration. If management tends to 
think of the accounting function as one 
which they do not really understand, 
but which is apparently necessary, and 
to be grudgingly conceded a place, if 
the accounting division tends also to 
think of its functions is a narrow self- 
centred way, should we not realise that 
we must correct our Own approach 
before we can expect to receive from 
management the wholehearted accept- 
ance and co-operation which is our ulti- 
mate objective? 

For some years past, relatively ele- 
mentary detail (of internal check) has 
received attention on the supposition 
that this constituted Internal Control. 
Management might be pardoned for 
evincing little interest in such sterile 
concepts. 

We have all gathered a good working 
knowledge of business administration, 
we have all gathered a considerable 
stock of accounting theory and a fami- 
liarity with accounting principles, pro- 
cedures and practices — all that dies on 
the vine unless we produce end-results 
which serve a useful and constructive 
purpose. 


We need not only to advance beyond 
the detail of internal check to the con- 
cept of Internal Control as an inte- 
grated system (that starts at the top 
and extends throughout the organisa- 
tion), but also to ensure that manage- 
ment appreciates and accepts its pri- 
mary responsibility for the accuracy of 
the records of the business and for the 
protection of its assets. Management 
does not discharge its obligations in 
this respect by the employment of 
auditors. 


The report of the auditors made in 
accordance with statutory provisions is 
required not as a_ substitute for 
management’s accounting of its 
stewardship, but as a check upon that 
accounting. 


Auditors are interested in the ade- 
quacy of the system of internal control 
as a material factor in reaching a judg- 
ment as to just how much checking is 
sufficient to enable them properly to 
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form an opinion for the purpose of their 
report. 

There is nothing either new or 
modern in this approach, as was evi- 
denced by the reference to test-checking 
in Dicksee’s text of 1905. Judicial 
notice also has been taken of the em- 
ployment of testing and sampling 
methods for the purpose of forming a 
conclusion as to the whole of the en- 
tries from an inspection of part of 
them.* 

The fact that defalcations are fre- 
quently discovered under present-day 
techniques does not alter the fact that 
the audit is not designed for that pur- 
pose and should not be depended upon 
as a substitute for the other elements 
of protection. The best line of defence 
against the occurrence of defalcations is 
an adequate system of internal control. 

This is particularly true when con- 
sidering the possibility of the occur- 
rence of collusive fraud. We should not 
however be so pre-occupied with the 
accounting aspects of internal control, 
or with its review and appraisal. in 
relation to audit procedure, as to be 
blind to the fact that fraud is with us 
only occasionally, whilst waste in 
various forms is with us constantly. 

When we render a protective service 
to management we should not overlook 
the opportunity to render a constructive 
service at the same time. 


Internal control techniques, when 
integrated with the general structure 
of accounting and reporting, serve as a 
tool of management; helping it to 
operate the business profitably, increas- 
ing its efficiency and assisting to eli- 
minate waste whenever it occurs. 

When management is made aware of 
this potential not only does it profit 
from a more fruitful employment of its 
accounting resources, but it is also sti- 
mulated to take a more direct interest 
in the results of its decisions as ex- 
pressed in the accounts. 

Management gains a proper apprecia- 
tion of the worth and usefulness of its 





*As early as 1895 — re London & General 
Bank Ltd. (64 L.J. Ch. 866). 


The Australian Accountant, November, 1954 


accounting data. The effort to under- 
stand its significance calls forth a re- 
ciprocal effort from the accounting divi- 
sion to make management’s task easier 
of accomplishment. 

It is a rewarding experience to realise 
to the full that the elements of control 
are complementary since management’s 
special knowledge is invaluable in de- 
tecting the significance of information 
latent in accounting records and re- 
ports. It does not require an extensive 
experience with investigations and the 
discovery of actual defalcations to con- 
clude that had management been more 
alert in these matters many would 
either not have occurred, or would have 
been discovered much sooner. 

Management’s participation in the 
installation and maintenance of an ade- 
quate system of internal control is 
essential. Moreover this participation 
by management should extend into the 
sphere of the purely accounting con- 
trols for the reason that the accounts 
do not reach out and arrest the per- 
petrator of fraud —all they do is to 
issue a warning signal, sometimes of 
such a nature that only management, an 
alert management, will realise its 
significance. 


Preoccupation, on all sides, with in- 
ternal check, and with its review and 
appraisal for audit purposes has led to 
an over-emphasis on the possibility of 
fraud yet, while occasionally elusive 
and difficult to track down, one may, 
speaking in general terms, determine 
the general nature and extent of fraud 
with a fair degree of precision. 

One may then either reinstate con- 
trols which had been allowed to lapse 
or decide upon other remedial steps to 
prevent the recurrence of fraud —so 
far as practicable. Waste on the other 
hand, is frequently not only elusive in 
character but more difficult to qualify 
in financial terms. 


Waste arises in a variety of ways, 
€.g., excessive spoilage; a high incid- 
ence of costly bottlenecks or break- 
downs; poor or inadequate supervision 
of labour leading to excessive overtime- 
penalty costs and unnecessarily high 
labour costs in the productive processes ; 
poor control over stocks of various 
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kinds leading to excessive material 
usage or pilfering; inadequate control 
over loose tools or in the usage of 
“consumable stores”; an unsatisfactory 
classification of expense which may 
mask wasteful and unnecessarily high 
overhead expense. 

All. of these things lead to losses 
which are avoidable and controllable. 
In most cases, however, these losses, 
including the cost of waste time, are 
“buried” in the accounts and are likely 
to pass unnoticed. 

Attention is therefore directed to 
this question of waste. In devising a 
system of controls, proper attention 
should be given to the classification of 
expense and the fixing of responsibility 
for overhead upon a functional basis, 
accompanying the chart of accounts 
with a manual or sufficient explanatory 
detail to ensure accuracy in the account- 
ing for expense. 

Clearly no scheme of internal con- 
trol could be regarded as adequate 
which did not set up the appropriate 
procedures to eliminate waste in the 
various forms in which it occurs. Suc- 
cess in this phase of the work would 
certainly be regarded by management 
as a truly constructive service. 

This paper has dealt with three 
clearly distinguishable aspects of the 
subject matter: the semi-historical and 
developmental aspects of internal con- 
trol, the need for clear definition, and 
lastly, the field of non-accounting 
controls. 

The theme which runs through each 
of these is the opportunity presented to 
accounting people of rendering to 
management a truly constructive ser- 
vice. 

The definitional aspects of internal 
control is concerned with words rather 
than with ideas and requires, as a 
consequence, less explanation than the 
not so familiar ideas or concepts taken 
up under the heading of non-account- 
ing controls. 

This may be so because of one of the 
less obvious virtues of our language. 
As I recall reading some years ago, 
whether you whisper or shout in Eng- 
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lish: “ham sandwich” it still means 
“ham sandwich”! The pitch of your 
voice cannot make it mean swiss roll, 
although (e.g.) such diverting possibili- 
ties are exploited in the Chinese 
language. 

There is a tendency for accountants 
qua accountants to be critical of ideas 
and of concepts which overlap, or fall 
within, what is vaguely called “the 
sphere of management”. 

An atempt was made to meet this 
difficulty by initially describing the non- 
accounting controls as management or 
administrative controls — to distinguish 
them from pure (sic) accounting. 

This approach proved to be quite un- 
satisfactory because, once you examine 
this matter at all closely, what strikes 
you most forcibly is that accounting 
is, of course, a part of management —a 
part of administration— unless by 
“accounting” you mean bookkeeping or 
record compilation and refuse to admit 
as a part of the accountant’s function 
the analysis and interpretation of ac- 
counting records on the one hand and, 
on the other: the control of operations 
within the accounting division of the 
organisation or the executive action of 
assisting in policy-making and subse- 
quently ensuring that prescribed poli- 
cies are adhered to. . 

There are, of course, correlative 
aspects of these functions which fre- 
quently fall to be attended to not only 
by specialised accounting personnel 
such as internal auditors, but also by 
the external auditor or public account- 
ant. The ways in which the public 
accountant may make his services more 
valuable and useful to top management 
opens up new and wider avenues for 
discussion. It is not however possible 
to develop this and related themes 
within the compass of the present 
paper. 
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Fine Points of Commercial Law 


By E. H. COGHILL, LLM., 
(Librarian of the Supreme Court of Victoria) 


The Courts and the Revenue 
Authorities 


THE QUESTION whether the Courts 
should go out of their way to help 
either the revenue authorities or the 
taxpayer in their eternal struggle has 
come before the Courts in a direct 
form in two cases recently reported. 


In re David Bell Ltd., 1954, S.C. 33, 
a Scottish company decided to reduce 
its capital by repaying paid-up share 
capital in excess of the wants of the 
company. The case was referred by the 
Court of Session to an official for re- 
port, and he pointed out that the com- 
pany proposed to reduce its share 
capital from £1 to 15/- per share, re- 
paying 5/- per share to its shareholders. 
Why, he asked, did it not declare a 
dividend of 5/- per share instead. The 
reserves were ample for the purpose 
and the only difference it would make 
would be that the distribution would 
be income and not capital in the hands 
of the shareholders—with obvious 
taxation consequences. 


However, the Court of Session in the 
Westburn Sugar case in 1951 had had 
a rap over the knuckles from the House 
of Lords for interfering in company 
transactions because of their taxation 
aspect, and in this case it decided not 
to butt in. If the company could make 
out a proper case to reduce its capital, 
the mere fact that that procedure would 
have taxation advantages did not mean 


that the Courts should prevent it. So 
the Court approved the reduction. 

It would seem that we are in for an 
era of prosperous companies with solid 
reserves and no paid-up capital. You 
can’t beat the Scots! 

On the other hand, should the Court 
sanction a reorganisation of trusts 
merely to reduce the incidence of death 
duties? This problem has troubled the 
Courts in England in a series of cases, 
one of which has finally reached the 
House of Lords as Chapman v. Chap- 
man (1954) 2 W.L.R.723. The point of 
this particular case was that the pre- 
sence in a trust settlement of a clause 
authorising trustees to apply the in- 
come of the settlement at their discre- 
tion in the maintenance of infants 
prospectively entitled, meant that on 
the death of their grandparents, the 
settlors, an extra £30,000 would be pay- 
able in death duties—don’t ask me 
why. 

Not unnaturally, the trustees and all 
the adult beneficiaries asked the Court 
to approve and sanction a scheme 
whereby the offending clause was 
struck out of the settlement. 

The House of Lords pointed out that 
there was no question of approval of a 
compromise in this, as there was no 
genuine dispute as to anybody’s rights. 
And it declined to engage in a game of 
chess with the revenue authorities, 
altering people’s wills and settlements 
every time the legislature altered the 
taxation acts. 





INTERNAL CONTROL — Concluded 


Institute of Internal Auditor’s “Internal Con- 
trol Against Fraud and Waste”, Cadmus and 
Child, Prentice Hall, 1953, also proved valu- 
able in developing ideas. In the field of the 
Non-accounting controls, information supplied 
by the First Assistant-Treasurer of the E.I. 
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du Pont de Nemours and Company’s organisa- 
tion (Mr. R. R. Pippin), proved useful, as a 
measure of practicability, at many points 
where it was necessary to leave the realm of 
direct personal experience. Readers should, 
however, remain aware of the personal nature 
of the views expressed throughout the paper. 


— Ashley Forster. 
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In doing so, it expressed disapproval 
of several recent cases in which some- 
thing of the sort had been done, and 
insisted, in emphatic language, that the 
Courts have no jurisdiction to alter 
existing trusts, merely to secure adven- 
titious benefits such as tax relief. 


The Enemy's Bank Account 


THE CASE of Arab Bank v. Barclay’s 

Bank (Dominion, etc.) Ltd., which 
I discussed in its progress through the 
Courts in April and September, 1953 
(23 A.A., pp. 141 and 385) has finally 
been taken to the House of Lords, and 
is reported (1954) 2W.L.R. 1022. One 
is not surprised at this persistence, as 
over half a million pounds sterling was 
involved, but the result remained the 
same. 

Readers may remember that the 
Arab Bank, whose head office was in 
Jerusalem, had a current account with 
the Jerusalem branch of Barclay’s 
Bank. When the British mandate came 


to an end, in 1948, war broke out imme- 
diately between the Arabs and the 
newly-formed Jewish State of Israel. 


The defendant’s branch was in the 
Israeli sector, in the “front line’, being 
occupied by Israeli troops, and for a 
while was closed. On the other hand, 
the plaintiff’s branch was in the Arab 
sector. It, too, closed from time to time, 
the bank moving its head office from 
Jerusalem to Amman, in _ Trans- 
Jordania, where is became registered. 

On these facts, the crucial problem 
was, by what law the transaction was 
governed. 

Barclay’s Bank insisted that it was 
an ordinary banking transaction in 
what was now Israel and was subject 


to Israeli Law, so that to repay the 
debt was illegal as “trading with the 
enemy”. 

The Arab Bank argued, on the other 
hand, that the outbreak of war dis- 
charged altogether the debt which 
formerly existed in Jerusalem, that the 
defendant thereby became the richer by 
half a million pounds, and that that en- 
richment must have taken place where 
the defendant had its head office and 
its general management, namely in 
London. 5 

The House of Lords, like the Court 
of Appeal, rejected this chain of argu- 
ment by rejecting its first link—namely 
that by English Law (which was in 
force in Palestine) the outbreak of war 
completely discharges all banking con- 
tracts with enemies. It pointed out 
that, by English Law, war does not 
mean that the assets of private citizens 
are automatically destroyed because 
they are enemy subjects. What the law 
does is to prohibit intercourse with 
enemies, but the enemy’s property re- 
mains intact though he cannot deal 
with it. 

A debt is for this purpose to be re- 
garded as a form of property, and a 
current account in credit is to be re 
garded as a debt, even if it is necessary 
to give notice before it can be with- 
drawn. 

Accordingly, this transaction was 
subject to Israeli Law, not to English 
Law; by that law Barclay’s Bank was 
prohibited from paying the Arab Bank, 
and the action failed. 

Incidentally, the head-note of the 
report in the W.L.R. makes nonsense of 
the facts by stating that the Arab Bank 
opened its account in 1949, and that 
war broke out in 1948. The former 
date is correctly stated, later in the 
report, as 1939. 
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In Brief 
By GORDON BRUNS 


Import Restrictions.—It was an- 
nounced at the end of September that 
new import restrictions would be im- 
posed on goods on which quota restric- 
tions were lifted last April. Instead of 
being licensed freely, these goods would 
now be limited to 100 per cent. of im- 
ports in the base year 1950-51. 

That is, total imports of such items 
for the twelve months beginning April 
1, 1954, would not be allowed to exceed 
the base year level (even although in 
the case of some items a large propor- 
tion of such level had already been 
imported at the time of the announce- 
ment, leaving very little to be brought 
in over the rest of the “licence year’’). 

Special quotas, established prior to 
April 1, and not determined solely by 
base year imports, would be allowed 
to stand, and certain raw materials 
would continue to be licensed without 
quota restriction. There would be no 
change in the rate of licensing category 
“B” goods, which are restricted to 60 
per cent. of base year imports. 

It was estimated that, on the new 
basis, the value of imports of goods 
previously subject to “no quota restric- 
tion” licensing would be about £300 
million in 1954-55, compared with £250 
million in 1953-54. 


* 


Staggering Holidays.— Although a 
cold response to the campaign to stag- 
ger hours of work in Melbourne might 
easily have been taken as discouraging, 
a movement is being made to stagger 
holidays in Victoria, in order to reduce 
the traditional pressure on accommoda- 
tion and related services at the most 
popular holiday times. 

This move has apparently been taken 
up by the tourist resorts of Victoria 
through the Federation of Victorian 
Chambers of Commerce, and an effort 
has been made to interest the Chamber 
of Manufactures in the proposition and 
to gain popular sympathy. 
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Obviously there are good economic 
reasons for spreading holidays, for 
much capital is tied up in facilities 
which are used for only a few weeks 
a year—and are then inadequate. Of 
course, some people already choose to 
have their holidays—at least those 
which they spend away from home — 
at an off-peak period. 

But others seem to prefer the usual 
seasonal congestion, for it has become 
part of the fun of annual holidays. 
Meeting the same people and enjoying 
a full round of holiday attractions and 
amusements might become less likely if 
the holiday times were staggered. And 
from the employers’ point of view, he 
may prefer to close down entirely for 
up to three weeks, rather than run at 
part capacity—and therefore ineffi- 
ciently and without receiving proper 
rest himself —for a six- or nine-week 
stretch. These are the pros and cons 
which the business community will 
consider. 

* 


Depreciation for Tax.—The Common- 
wealth Committee on Income Tax 
Allowances for Depreciation had its 
first meeting in Canberra, when it de- 
termined its procedure. It has since 
invited written submissions on the sub- 
ject under investigation, and _ will 
receive personal submissions in Sydney 
on November 30, in Melbourne on 
December 7 and in Brisbane on Decem- 
ber 18. The evidence should make in- 
teresting reading for our tax specialist 
colleagues, and possibly for students of 
public finance. 

* 


Planning Big.— Advance publicity 
suggests that the Industries Fair to be 
held in the Melbourne Exhibition Build- 
ing in April and May next year is likely 
to be more significant than most shows 
that have been held in this country, and 
that oversea visitors will come in signi- 
ficant numbers, and with adequate 
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cheque books, to make it worthwhile 
for our manufacturers to put their best 
products forward. 

Co-operation has already been ob- 
tained from Trade Commissioners, in- 
ternational transport interests and 
trade organisations. Oversea ideas will 
be incorporated in the displays, and 
working exhibits are being especially 
encouraged. The organisation is in 
the name of the Victorian Chamber 
of Manufactures and under the ex- 
perienced hand of General Manager 
Curphey. 


* 


Northern Challenge.—All interested 
in the economics and the defence of the 
Australian Continent are interested also 
in the possibilities of developing the 
northern sections of Australia. A 
general survey of the problems has not 
been readily available, but the Aus- 
tralian Institute of Political Science has 


now remedied that situation by publish- 
ing a series of papers on the subject, 
Under the title’“Northern Australia — 
Task for a Nation” you will find many 
informed criticisms of past inactivity 
and failure, with constructive and 
imaginative suggestions for stimulating 
development. The volume is priced 


19/6. 
* 


Building Pressure.—Signs of increas- 
ing pressure on the resources of the 
building industry are becoming evident. 
Despite record output of some items of 


‘building materials, shortages are re- 


ported and must soon affect costs. This 
seems to be confirmed by a recent 
change of policy announced by the 
Master Builders’ Association of New 
South Wales. The Association had pre- 
viously been advising members to sign 
fixed price contracts if they could finish 
a job within six months, but is now 
favouring the “rise and fall clause” 
again. 





STUDENTS’ SECTION — MODEL ANSWERS 


By "SCRIPTOR” 


The answers to examination questions which appear in this section are not official. 


They 


have been prepared by a member of the Australian Society of Accountants, but have not 


been reviewed by the Board of Examiners. 


SUBJECT — ADVANCED AUDITING APRIL, 1954 


Question 1: 

Outline the programme you would follow 
in auditing the issues and transfers of shares 
in a limited liability company. Assume that 
this scrip audit is being undertaken as the 
result of special instructions received from 
the directors of the company. 


Answer: 

The steps necessary to audit the issues of 
shares in a limited liability company are as 
follows :— 

(1) Inspect the directors’ minute authorizing 

the issue. 

(2) Examine the prospectus, if one has been 
issued. The prospectus will contain the 
number of shares to be issued, terms and 
conditions of the issue and particulars of 
contracts with vendors and other parties 
involving the issues of shares. 

Study the memorandum of association and 
the articles of association of the company, 
particularly clauses dealing with share 
capital. The provisions of the articles 
must be adhered to strictly, otherwise 
share issues may be invalid. 


(4) Check the applications for shares into the 
Application and Allotment Journal noting 
that they are properly signed and 
completed. : 
Compare the cash entries in the Applica- 
tion and Allotment Journal with the re- 
ceipt book and cash book entries. Check 
from the cash book into the bank state- 
ment. If the company is a public com- 
pany a special bank account should be 
opened for application monies received. 
Check additions in Application and Allot- 
a Journal for amounts paid and pay- 
able. 
Agree total due on application with debit 
to ae Account. 
Check letters of regret (if any) to Ap- 
plication and Allotment Journal and check 
vouchers for refunds with the cash pay- 
ments journal and a total of refunds 
with credit to Application Account. 
(9) Examine the directors’ minute or minutes 
allotting shares. 
(10) Compare copies of the letters of allot- 
ment with the Applications and Allot- 
ment Journal. 


(5) 
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(11) Check entries in the Application and 
Allotment Journal with either duplicate 
receipts or the cash book. 

(12) Check additions of the various amounts 
payable on allotment and agree with the 
debit to allotment account. Check total 
of cash received to credit of allotment 
account. 

(13) Before the share certificates are issued 
the auditor should check them from the 
details contained in the Applications and 
Allotment Journal. Check name of 
shareholder, number of shares included 
in the certificate, in both words and 
figures, and any amount uncalled on the 
shares. 

(14) Check the postings from the Applica- 
tions and Allotment Journal to the Share 
Register. 

(15) Check totals of shares issued and the 
amount called up on those shares as shown 
in the Share Register with thé amounts 
appearing in the General Ledger accounts. 
Shares issued should agree with Nominal 
Capital Account less Unissued Capital 
Account. Capital called with the Issued 
Capital less the Uncalled Capital Account. 

(16) If shares are issued at a discount or a 
premium the auditor should check to see 
that the provisions of the Companies Act 
for the State where the company is regis- 
tered have been complied with. 

The procedure necessary to audit transfers 
of shares is as follows:— 

(1) Examine the Articles of Association of 
the company for provisions governing the 
transfer of shares. Unless the provisions 
of the articles are complied with exactly 
the transfer may be invalid. 

Examine the transfer forms noting the 

following — 

(a) That they are as specified in the 
Articles. 

(b) That they are signed by both parties 
and otherwise are correctly com- 
pleted. Check the transferor’s sig- 
nature with specimen signature 
record. 

(c) See that the correct stamp duty has 
been affixed. 

(d) In the case of transfers to companies, 
trustees, etc., ensure that they have 
legal capacity to hold shares. 

Check entries in the share transfer journal 

with transfer forms. 

Inspect directors’ minute book for resolu- 

tions authorizing the transfers. See that 

the chairman of directors initials the 
transfer journal debited or transfers 
approved. 

(5) Check postings from transfer journal to 
register of members seeing that correct 
accounts are debited. 

(6) Check new share certificate before issue 
to the transferee with the share transfer 
journal. 


The Australian Accountant, November, 1954 


(7) Verify that old certificates have been 
cancelled. In some script audits the 
auditor is the person who actually cancels 
the old certificates. 

(8) Check the issue of a balance certificate 
(if any) to the transferor. 

Question 2: 

(a) You are the auditor of a company with 
numerous subsidiaries. To what matters 
would you give special attention when 
auditing the consolidated statements of 
the group? 

(b) If the accounts of one of the subsidiary 
companies had not been audited by you, 
to what other matters would you give 
attention? 

Answer: 

(a) The audit of the consolidated statements 
of a group of companies would consist 
of obtaining all the working papers from 
which the consolidated statements were 
prepared and checking the various adjust- 
ments and eliminations that have been 
made to arrive at the final figures. The 
matters you would give special attention 
are as follows:— 

The various profit and loss accounts and 

balance sheets of the holding company 

and each of the subsidiaries would be 
checked to the working paper. 

The adjustment or elimination of the 

following items would need to be 

checked — 

(a) Profits on transfers of plant, stocks 
or other assets made between parent 
and subsidiary companies. For the 
purpose of consolidation these items 
should be reduced to their cost to 
the group. 

All inter-company sales, purchases, 
dividends, interest and other items 
must be eliminated. 

Minority shareholders’ interests in 
the subsidiaries must be properly 
recognized. 

Inter-company loans must be elimi- 
nated. 

Shares in subsidiary companies must 
be eliminated against the share- 
holders’ funds of the subsidiary at 
date of acquisition of the shares. 
Calculation of goodwill or capital 
reserve on consolidation should be 
checked. The auditor should ascer- 
tain that dividends paid from pre- 
acquisition profits have been correctly 
treated; they should be credited by 
the holding company to the Shares 
in Subsidiary Company Account. 

(f) Check that depreciation on assets 
acquired from a company in the group 
has been correctly adjusted to give 
effect to any inter company profits 
included in the transfer. 

The auditor should check additions of 

working papers and then check figures 

from the working papers on to the con- 
solidated statements. 

Contingent liabilities of the group should 

be included on consolidated statements. 
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(65) Although not strictly part of the auditor’s 
duties he should confer with the holding 
company’s directors where he considers 
that the inclusion of certain subsidiaries 
in the consolidation would present an 
incorrect picture of the operations of the 
group as a whole. For example, a sub- 
sidiary in the course of being wound up 
or a subsidiary carrying on a different 
type of business to other members of the 
group. He should point out that the 
consolidated statements would show a 
more accurate picture of the operations 
of the group if a particular subsidiary or 
subsidiaries were omitted from the 
consolidation. 


Where subsidiaries are not audited by the 
auditor of the holding company he should 
inspect the audit report attached to the 
subsidiary’s financial statements and 
ascertain that it does not include any 
qualification. Any qualification by the 
auditor of a subsidiary should be noted 
and referred to in the report on the 
parent’s financial statements and on the 
consolidated statements. The holding 
company’s auditor may have more diffi- 
culty picking out inter-company items 
where he has not audited the subsidiary 
company’s accounts and he may find it 
necessary to refer to the subsidiary’s 
auditor for details of these items. It 
would also be necessary for the holding 
company’s auditor to ascertain the pro- 
fessional standing of the auditor of each 
subsidiary as a guide to the quality of 
the audit work done. If the holding com- 
pany were not a public rg the scope 
of the audit carried out by the subsi- 
diaries’ auditors would also need examina- 
tion as it is possible that something less 
than a detailed audit was performed in 
which case the report attached to the 
consolidated statement would need to be 
qualified. 


Question 3: 

At the conclusion of the detailed checking 
in an audit of a trading business for the year 
ended 30th June, 1954, the auditor conducted 
an analysis of the final statements. When 
compared with a similar analysis of prior 
years’ statements, the following was revealed: 


1950 1951 1952 1953 1954 
24 26 21 20 3.1 
68 64 6.7 6.7 4.9 


Working capital 
MHA ast ons 

Turnover of Stock 
(times per year) 

Turnover of Debtors 
(average day’s sales 


outstanding) .. 35 38 37 383 46 
Stock to Current 
Assets . 50% 54% 47% 46% 62% 


What further audit action would be 
prompted by a consideration of the above 
figures ? 
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Answer: 
Considering the movement in each ratio 
separately, causes of the variation as com- 
pared with past years which would concern 
the auditor are — The Increase in the Work- 
ing Capital ratio could be caused by over- 
statement of assets or under-statement of 
liabilities. The decrease in stock turnover 
could point towards over valuation of stock. 
The increase in the Turnover of Debtors could 
be caused by over-statement of sundry 
debtors at the 30th june, 1954. The increase 
in the percentage of stock to current assets 
could indicate either over-statement of stock 
or under-statement of other current assets. 
Taking the four ratios together the auditor 
should take further audit action to check on 
(1) The value of the stock on hand at the 
end of the year being over-stated. 

(2) The sundry debtors at the 30th June, 1954, 
being over-stated and 

(3) The possibility that current liabilities may 
be under-stated. 

The procedure the auditor would adopt 
would depend on the method he has already 
used when he was verifying the assets and 
liabilities as part of his detailed audit work. In 
any case he would re-check these items in 
greater detail watching particularly for 
methods he knows can be used to over-state 
stock and debtors and under-state liabilities. 
(1) Over-statement of stock-on-hand. A 

common method of verifying this item 
until a few years ago was to accept a 
certificate as to its existence and value 
from an executive in the concern being 
audited. Although the modern trend is 
towards a much more detailed verification 
many auditors still do not do much more 
than test check the calculations on the 
stock sheet and check their additions. 
Other checks an auditor would be wise to 
perform, particularly where other evi- 
dence, such as ratios, points to stock 
being stated at more than its correct 
value, are — : 
(1) If an adequate costing system is 

operating the auditor could compare 

the stock sheets for the physical 

stocktaking with the stock ledger 

cards. Reasonable explanations 

should be obtained for any material 

differences between the two sets of 


figures. 

The auditor should examine the 
client’s written instructions to his 
staff for physical stocktaking pro- 
cedure watching carefully for any 
weaknesses in such instructions. 

If the stock can be subdivided the 
stock turnover for each type of stock 
could be calculated and compare 
with turnovers of prior periods. This 
may indicate that only one particular 
type of stock or stock in one branch 
or department appears to be over 
valued and this would narrow down 
the checking to be done. 

The auditor could make test counts 


(4) - 
of the stocks on hand even though it 
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may be several months after the 
30th June. He could compare these 
counts with the physical inventory 
records, if any. 

See that stock sheets are correctly 
initialled by all those taking part and 
that the necessary cross checks or 
recounts as provided for in the client’s 
stocktaking instructions have been 
carried out. Check carefully any 
alterations to the original stock 


a. 

Check carefully the evidence pro- 
duced to verify the existence of stock 
stored in distant warehouses, at 
branches, or on consignment. 

Check on the possibility of the same 
stock being counted more than once. 
One method by which stock can be 
over-stated is to put through invoices 
for goods delivered before balance 
date and also include the goods as 
stock on hand, to over-state profits. 
For goods of this nature the auditor 
should compare invoices with delivery 
notes, stock sheets, and stock records. 
See that stock received in consign- 
ment or on approval is not included 
in stock-in-hand. 

Study the methods of valuation 
adopted, see that they are correctly 
applied and are consistent with the 
methods adopted in the preceding 
year. 

The auditor should inquire from 
executives of the concern whether 
there is any reason why stock value 
should be higher than previous years. 
There may be a good reason for a 
larger than normal stock — buying 
against a price rise or because of 
difficulties in supply or because a 
large order which arrived shortly 
before the balance date. If the 
auditor is satisfied that the increase 
in stock is caused by one of these 
things he may not consider that a 
more detailed check than normal is 
necessary. 

(2) Possible over-statement of sundry debtors 
could be caused by failure to write off 
bad debts, the incorrect inclusion of 
debtors who have paid their accounts or 
the presence of fictitious debtors. The 
auditor should make a careful check of 
debtors accounts noting any that appear 
to be overdue or any that appear to him 
to be suspicious. He should discuss over- 
due accounts with the credit manager 
and try and ascertain if they are definitely 
bad and should be written off. If he has 
not already done so he should circularise 
debtors; for any accounts that appear to 
him to be overdue when regular payments 
have previously been made or for accounts 
which he is suspicious of he could ap- 
proach the debtor personally and ask him 
to verify the accuracy of the account. 
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The auditor should also carry out test 
checks or if necessary a detailed check to 
ascertain that no fictitious sales have 
been recorded and posted to the debtors 
ledger. He should watch for an exces- 
sive number of credit notes coming 
through early in the next period as these 
could be used to reverse fictitious sales 
put through the books at the end of the 
present period. If these checks do not 
reveal anything it may be necessary to 
carry out a detailed audit of debtors — 
check completely the books of original 
entry which effect debtors, Credit Sales, 
Returns In, Cash receipts, etc., and then 
check completely the postings to the 
debtors ledger; finally, if necessary, either 
personally or by letter asking each 
debtor to check his balance and state 
whether it is correct or not. 

Under-statement of Liabilities. This 


should be revealed during the regular 
audit procedures for verifying liabilities. 
Methods by which unrecorded liabilities 
may be discovered are — 

1. Inquire of the client’s bank. 

2. Inquire of the client’s lawyer. 

8. Inquire of the concern’s suppliers and 
4 

5 


the other creditors. 

. Review creditors’ statements watching 
for invoices not recorded. 

. Review invoices entered after the 
audit date — look for those which 
apply to the period under audit. 

. Sean cash receipts book for unusual 
items which may indicate liabilities. 

. Check accrued expenses. 

. Review purchase orders — look for 
commitments, etc. 

. For purchase of fixed assets — examine 
contracts and installments payable if 
contracts and instalments payable if 
under hire purchase terms. 

10. Compare receiving tickets with re- 
corded purchases — look for goods 
received but not recorded. 


Question 4: 

You are the auditor of a company which 
has been making trading losses for a number 
of years. At the 30th June, 1953, the debit 
balance in profit and loss appropriation ac- 
count was £120,000. During the year ended 
the 30th June, 1954, a building owned by the 
company was sold for a profit of £60,000 and 
trading resulted in a profit of £30,000. 

A difference of opinion has arisen among 
the directors as to whether a dividend can be 
paid out of the £90,000. You have been asked 
to advise the board. 

Write a report setting out your views and 
fully explaining the legal position. 

Answer: 
The Chairman of Directors, 





Dear Sir, 

As requested by your Board of Directors I 
have examined the legal position as to 
whether you can legally pay out as dividends 
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the amount of £90,000, and present hereunder 

the legal position and also my views on the 

advisability of paying this dividend. 

Two points are involved — 

1. Can the profit of the sale of the building 
be used to pay a dividend? 

2. Can a dividend be paid despite the fact 
that past trading losses are in excess of the 
current year’s profit. 

As to the first point, capital profits are 
available for dividend provided that — 

(a) The memorandum of association and 
articles of association must authorize 
the payment. 

(b) The profit must be actually realized — 
in your case it is realized. 

(c) The whole of the assets must be re- 
valued to establish that there is a 
definite capital surplus. 

The following cases dealt with this matter: 

In Lubbock v British Bank of South 
America, the bank sold its business in Brazil 
and realized upon this sale a profit of £200,000. 
It was held that this profit was available for 
distribution as dividend. 

In Foster v New Trinadad Lake Asphalte 
Co. Ltd., the company realized £26,258 on a 
debt which was considered to be of no value 
when the company was formed. It was held 
that this sum could not be distributed as 
dividend without having regard to the results 
shown by the accounts as a whole. Part of 
the judgment reads — “I must not, however, 
be understood as determining that this sum 
or a portion of it may not properly be brought 
into the Profit and Loss Account in ascer- 
taining the amount available for dividend. 
That appears to me to depend upon the result 
of the whole account for the year. It is clear, 
I think, that an appreciation in total value of 
capital assets, if duly realized by sale or get- 
ting in of some portion of such assets, may 
in a proper case, be treated as available for 
purposes of dividend”. 

The legal position regarding past trading 
losses is as follows — 

Current trading profit may be paid out as 
dividend without recouping past trading 
losses — 

(a) Provided business men of normal pru- 
dence would regard it as proper to do so; 

(b) The memorandum and articles do not pro- 
hibit the action; 

(c) Sufficient funds must remain to repay 
creditors in full; 

(d) It seems at least desirable, if not neces- 
sary, to use the credit from a bona fide 
revaluation of assets, or adopt some 
course, such as passing the amount to 
goodwill, to remove the debit balance from 
profit and loss account, so leaving the 
current year’s profit intact. 

In Bolton v Natal Land and Colonisation 
Co. Ltd. (1892), a debt of £70,000 was written 
off as bad and at the same time a credit of 
£70,000 was made to profit and loss by writing 
up the value (over and above cost) of lands 
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held by the company. The company subse- 
quently earned a working profit and declared 
a dividend, whereupon the plaintiff commenced 
an action to restrain payment. It was held 
that the company could legally pay the divi- 
dend as it was not bound to devote the profit 
to restoring the loss. In The Ammonia Soda 
Co., case (1918) where past trading losses 
were also involved part of the judgment reads 
“In the present case the dividends in ques- 
tion were not paid out of capital, if the word 
capital is u as meaning assets which at 
the time, in fact, represented paid-up capital. 
They were in fact, paid out of the balance 
standing to the credit of pe and loss 
account for the years in which they were 
paid. The question in this case, therefore, is 
whether any profits which were made had to be 
applied in making good any losses of previous 
years, and whether an increase in the value 
of fixed capital could be taken into considera- 
tion for the purpose of wiping out previous 
losses of paid-up capital”. It was held that 
such dividends were legally paid. In the ap- 
peal to this case it was said “It has been 
suggested . . . no dividends can properly be 
paid out of profits so long as there are losses 
previously incurred and not made good. In 
my opinion this alleged restriction has no 
foundation in law. I am, of course, far from 
saying that in all such cases dividends can 
properly be paid without making good the 
previous loss; the nature of the business and 
the amount of the loss may be such that no 
honest and reasonable man of business would 
think of paying dividends without providing 
for it. In such a case I apprehend the Court 
would take the view that a payment which no 
honest and reasonable man of business would 
think it right to make could not properly be 
made by the directors”. 

These two cases express the legal position 
but from an accounting point of view it is 
not advisable to pay dividends until the Profit 
and Loss Appropriation Account shows a credit 
balance as this account is considered by ac- 
countants to be a continuous account not a 
series of related accounts each of which re- 
lates to one year. It is possible that if a 
case on the recouping of past trading losses 
were brought before the Courts today the 
decision may be a different one from the cases 
quoted as the Courts usually give recognition 
to the fact that as methods of accounting 
alter so do the principles of what profits are 
available for dividend. 

To sum up, I consider that you would be 
unwise to pay a dividend until you have made 
trading profits sufficient to wipe out the loss 
of £120,000. I consider it would be permis- 
sible to use the realized profit on the sale of 
land of £60,000 to partly write down these 
losses. Only when the company has made 
additional profits of £30,000 would this loss 
have been completely written out but until 
this occurs it would not be prudent to pay any 
dividends. 


Yours sincerely, 
A. Accountant. 
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Question 5: 

“While auditing procedures may be adopted 
for a great deal of the work, an investigator 
must approach his task in a critical and per- 
haps suspicious state of mind. He may be 
deeply concerned about what should have been 
done rather than confirmation of what has 
been done. Furthermore, he may be intensely 
interested in questions of policy, a problem 
which is legally outside the scope of an 
auditor’s responsibility”. — Irish. 

Comment fully on the above statement and 
discuss the differences between an audit and 
an investigation. Illustrate your answer by 
reference to the differences between an audit 
of a company engaged in hire-vurchase trad- 
ing and an investigation of the same business 
carried out on behalf of a firm of sharebrokers 
who are contemplating the underwriting of a 
new issue. of shares. 

Answer: 

An investigation is an examination of ac- 
counts, and the documents relating thereto for 
a special purpose. It is an enquiry into the 
records of past transactions for objects other 
than those attached to the conduct of an 
ordinary audit. The principal purpose of an 
audit is to report on the correctness or other- 
wise of the financial statements according to 
the best of the auditor’s information and the 
explanations given to him and as shown by the 
books of the company. An investigation is 
not instituted primarily for this purpose 
although it may have this as one of its objects. 
An investigation is instituted for other pur- 
poses as well, in many cases for entirely 
different purposes. In particular it aims at 
discovering whether existing records, which 
may or may not be subject to audit, are 
indeed correct; and of adjusting those records 
for the special objects for which the investiga- 
tion was instituted. An auditor should not 
be suspicious that something is wrong; on 
the other hand an investigator approaches his 
work on the basis that there may be some- 
thing wrong with the accounts and it is his 
job to search the records of the company to 
find out if the financial statements do present 
a true picture of the company’s operating 
results and financial position. In the words 
of the Judge in re The Kingston Cotton Mill 
Company Ltd. “An auditor is not bound to be 
a detective or as was said, to approach his 
work with suspicion or a foregone conclusion 
that something is wrong. He is a watch-dog 
not a bloodhound. He is justified in believing 
tried servants of the company in whom con- 
fidence is placed by the company. He is 
entitled to assume they are honest, and to 
rely on their representations, provided he 
takes reasonable care. If there is anything 
calculated to excite suspicion he should probe 
it to the bottom, but in the absence of any- 
thing of that kind, he is only bound to be 
Teasonably cautious and careful”. 

An investigator is a detective, a bloodhound 
not a watch-dog, and he should be suspicious 
of all the company’s employees and probe 
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everything to the bottom. In the audit of a 
hire purchase company the auditor would 
largely rely on the credit manager for infor- 
mation on overdue accounts, that is whether 
they are or are not likely to pay. An investi- 
gator would need to carry out extensive 
enquiries, tracing debtors payments since the 
balance sheet date and then decide for him- 
self whether the debts are good or bad; he 
would not rely on the opinion of the credit 
manager. 


An auditor is only concerned with what has 
been done, and checking that it has been cor- 
rectly recorded in the concern’s records. He 
is not concerned with what should have been 
done. In a hire purchase company the auditor 
checks the entries relating the repossessions 
that have actually been made, he would not 
be particularly concerned why the concern 
has not repossessed goods on which payments 
were overdue. An investigator would inquire 
very carefully about these items as they may 
reveal a weakness in the section of the com- 
pany that handles overdue accounts, or the 
collecting department may not be taking all 
possible action to collect amounts owing. If 
on the other hand there appears to be too 
many repossessions that would not concern 
the auditor, but to an investigator, an exami- 
nation of these may reveal that repossession 
is taking place before all other steps have 
been taken to collect the cash or goods are 
being sold on hire purchase without proper 
investigation of the hirer. 


An auditor’s duties do not cover advising 
the directors on matters of policy or being 
concerned with whether the concern is being 
run properly or not. “An auditor has nothing 
to do with the prudence or imprudence of 
making loans with or without security. It is 
nothing to him whether the business of the 
company is being conducted prudently or im- 
prudently, profitably or unprofitably. It is 
nothing to him whether dividends are pro- 
perly or improperly declared, provided he dis- 
charges. his duty to the shareholders. His 
business is to ascertain and state the true 
financial position of the company at the time 
of the audit, and his duty is confined to that”. 

An investigator on behalf of a person in- 
tending to underwrite an issue of shares by a 
hire purchase company will be particularly 
concerned with whether the company is being 
run profitably or not and whether loans are 
being made prudently or imprudently. He 
will inquire fully into the procedure that is 
necessary to obtain a loan, what investigation 
of the hirer is made prior to the loan being 
made, whether the hire purchase contracts 
are water tight and do not leave any loopholes 
for hirers, and in general he would ascertain 
whether the concern is being operated 
efficiently. 


An investigator must approach his work 
with a mind critical of everything and alive 
to every suspicious circumstance. If neces- 
sary he should go out of his way to permit 
his suspicions to be aroused, using all his skill 
and judgment in probing every fact and 
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record which seems to offer even the slen- 

derest evidence of being in any way irregular. 

An investigator of a hire purchase company 

would need to check the following items very 

carefully whereas an auditor would not need 
to carry out a detailed check of them. 

The method by which unrealized profits and 
unearned interest were recorded in the books 
and whether the method used has been con- 
sistently aqotes over the period of examina- 
tion would need to be watched by an 
investigator. 

He would be concerned with future possi- 
bilities which are perhaps limited by the 
termination of contracts with retail concerns. 
How goods on hire purchase were valued on 
repossession would also need examining and 
the realizable value of assets at the last 
balance sheet date should be calculated by an 
investigator. The presence of abnormal items 
in the profit and loss account would need to 
be eliminated to arrive at a normal trading 
profit. The use to which the new capital was 
to be put and whether the concern could use 
additional funds profitably would need to be 
covered by the investigator’s report. 
Question 6: 

Comment on the following:— 

(a) the right of an auditor to have access to 
the books and accounts and vouchers of 
the business he is auditing; 

(b) the possibility of a right of lien being 
possessed by an accountant over books 
which he has either audited or written 


up; an 
(c) on auditor who gives shareholders means 
of information instead of information re- 
specting a company’s financial position 
does so at his peril and runs the very 


serious risk of bei held judicially to 
have failed to discharge his duty.”— 
Lindley L.J. in re London and General 
Bank Ltd. (1895), 64 LJ. Ch. 866. 

Answer: 

(a) Except when an auditor is appointed 
under statutory powers such as in the 
Companies Act his rights of access to the 
books, vouchers and accounts of the 
business he is auditing depends on the 
terms of the contract made at the time of 
the appointment. Sole Traders, partner- 
ships and in some States proprietary com- 
panies are not required by law to have 
an auditor and if they desire to appoint 
one they can fix his rights and duties by 
contract. For example, the auditor may 
only be required to check certain books of 
the business and he may not have the 
right to require the production to him of 
any other books or records. When the 
auditor is appointed by contract and not 
under statutory provisions, it is to be 
expected that the client will make it pos- 
sble for the auditor to perform his part 
of the contract. This pre-supposes full 
and free access to all books, accounts and 
vouchers and other relevant information. 
For example, if a detailed audit and a 


report on the balance sheet and profit 
and loss account of a business was re- 
quired, the auditor would have the right 
to ask for all books, accounts and 
vouchers necessary for him to carry out 
the audit properly. 

An auditor appointed under the Com- 

panies Act has a right of access “at all 
time” to the books, accounts, and vouchers 
of the company and the company cannot 
do anything to deprive the auditor of 
this right. The auditor is entitled to 
attend when he wishes, provided it is 
during business hours, and he can examine 
the books and other information for what- 
ever length of time he considers neces- 
sary to establish his opinion. 
The auditor has no right of lien on the 
books of his client for unpaid fees, except 
to the extent that he had actually written 
up any of the books, and even then his 
lien would not hold good against a 
liquidator or attach to a book such as the 
register of members which is open to 
inspection under the Companies Act. 

A distinction is drawn between the 
rights of accountants when acting in an 
accounting capacity and when acting as 
directors. In re Gleebs Pty. Ltd. (In 
Liq.) it was held that a public accountant 
had a lien for his charges over the bocks 
of the company in his hands at the date 
of liquidation which he had himself 
written up and made entries in, but not 
books which he had merely checked and 
not written entries in; but that he must 

roduce the books over which he had the 
ien for the liquidator’s inspection with- 
out prejudice to the lien except insofar 
as its utility might be deminished by the 
production of them. 

It is doubtful whether an auditor would 
have a lien on books held for audit be- 
cause the mere ticking of entries already 
in the books does not constitute actual 
work which would give, him a lien. Any 
entries made at the request of the client 
is work done as an accountant and not 
as an auditor. In re Anglo-Maltese Co, 
it was held that no lien could be acquired 
over the Share Register or the Minute 
Book as they must kept at the regis- 
tered office of the company. 

An auditor of a company is appointed by 
the shareholders and his duty is to report 
directly to them not to or through 
directors. In the re London and Gen 
Bank case the auditor had discovered 
that certain advances made by the bank 
were secured by insufficient or difficult to 
realize securities. Instead of reporting to 
the shareholders that he considered that 
the published accounts showed an incor- 
rect position he reported to the directors 
and arranged with them that the Chair- 
man of directors would refer to this 
matter in his address to the shareholders. 
The Chairman did so but not in a man- 
— which called the attention of members 
to it. 
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An auditor should convey in direct and 
express terms to the members any infor- 
mation which he thinks proper to be 
communicated. The Judge in re London 
and General Bank Ltd., stated “A person 
whose duty is to convey information to 
others does not discharge that duty by 
simply giving them so much information 
as is calculated to induce them, or some of 
them to ask for more. Information and 
means of information are by no means 
equivalent terms. Still, there may be 
circumstances under which information 
given in the shape of a printed document 
circulated amongst a large body of 
shareholders would, by its consequent 
publicity, be very injurious to their in- 
terest, and in such a case I am not pre- 
pared to say that an auditor would fail 
to dischar his duty, if instead of 
publishing his report in such a way as to 
ensure publicity, he made a confidential 
report to the shareholders and invited 
their attention to it and told them where 
they could see it’. 

Even in the circumstances quoted above 
an auditor would be taking a serious risk 
by not setting out the full facts of his 
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obiections to the accounts in his report 
; which would be attached to those accounts. 
' The accounts should reveal the correct 
¢ financial position and operating results of 
t the concern and if the auditor considers 
j that they do not show these thin he 
t should tell the shareholders so and give 
e them full details of where he considers 
< the accounts are incorrect. If he only 
r gives the shareholders a hint that things 
e are not right without going into details 
or if he suggests that they should ask 
id certain questions of the directors he runs 
2. the very serious risk of being held 
ly judicially to have failed to discharge his 
al duty. 
y Question 7: 
ot (a) To what extent is it permissible for an 
0, auditor to rely on a system of internal 
ed control established in a business he is 
te auditing ? 
is- (b) Assuming an auditor does curtail the 
amount of detail checking performed by 
by him, how do you think he should proceed 
ort to maintain a continuing check on the 
he effectiveness of the system of internal 
ral control upon which he is relying? 
. Answer: 
to {a) The extent to which an auditor can rely 
to upon any system of internal control 
hat established in a business he is auditing 
or depends very largely upon the nature of 
ors the system and the efficiency with which 
pit- it is being carried out. The risk of 
this errors and fraud is relatively less when 
ers. the client has installed and is properly 
an- operating a good system of internal con- 
ers trol. When his investigation of the 
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system indicates that it is well planned 
and effective in operation the auditor may 
properly take this into consideration in 
planning the extent of his audit pro- 
gramme. If however, his investigation 
showed that the system of inte eon- 
trol is weak or is not being operated 
efficiently the auditor would need to carry 
out detailed checks of the transactions in 
erder to verify their accuracy. This 
frequently happens in small businesses 
where any ective system of internal 
control is practically impossible owing to 
limitations of staff. A system of internal 
control to be effective must provide that 
certain procedures in the accounting 
system be a by different sons 
whose work is then cross checked by 
another person or persons using different 
sources of information. This is not pos- 
sible where, for example, there is one 
bookkeeper, who keeps the cash books, 
general, debtors and creditors ledgers and 
does all the banking, however, even in a 
small business some measure of internal 
control is possible, but it could not be 
sufficiently detailed to allow the auditor to 
curtail any of his detailed checking on the 
strength of it. 


With the growth of large companies 
the degree and effectiveness of internal 
control has been steadily increasing. The 
result of this improvement has been to 
reduce the relative amount of the detailed 
checking necessary to permit a _ well- 
founded opinion to be formed by the 
auditor upon the fairness of the annual 
accounts. No two situations, however, 
are exactly alike and the auditor must 
examine the system used by each concern 
he audits and on the result of that 
examination decide how far he can rely 
on the system and what audit procedures 
he can dispense with or curtail the amount 
of detailed checking and rely on test- 
check. Even in a moderate sized company 
the volume of transactions is so great that 
the cost of a detailed audit would be 
prohibitive. The more important con- 
sideration is that usually a detailed 
examination is no longer necessary be- 
cause effective internal control tends to 
prevent and minimise the possibility of 
error or fraud, which the detailed exami- 
nation was intended to expose. No 
system, in practice, provides a perfect 
defence against error and fraud and the 
cost of a more elaborate system may be 
greater than the increased protection is 
worth. An auditor can serve his client 
better if, instead of carrying out a detailed 
audit during which he rechecks records 
already checked by the concern’s em- 
ployees under the internal control] system, 
he concentrates on weak points in the 
system, and tests whethrr the system is 
operating as planned. He can then spend 
more time on aspects of the audit which 
will assist his client more than a lot of 
useless detailed checking. 
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MODEL ANSWERS — Continued 


One of the auditor’s first duties on 
commencing a new audit should be to 
investigate the internal coztrol system. 
Meny accounting procedures provide 
some internal control, but a procedure 
which offers good protection against 
error may be accompanied by internal 
control which offers insufficient protec- 
tion against fraud. Most of the informa- 
tion the auditor wants would be appar- 
ent from inspection of the records, but 
the time consumed in this way may be 
considerable. Direct enquiry of the person 
handling the matter is usually the most 
efficient method of obtaining the infor- 
mation. In America a standard ques- 
tionnaire designed in advance is com- 
monly used to investigate a _ client’s 
internal control system. This question- 
naire, prepared by persons fully con- 
versant with the problems of internal 
control makes available to the staff a 
fund of accumulated experience and fur- 
nishes a standard of comparison to 
measure the performance of the particular 
system under review. Such question- 
naires must not be used as a substitute 
for thinking and must always be subject 
to revision to fit the needs of the par- 
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ticular client. Properly used, they pro- 
vide the information on which the auditor 
can assess the adequacy or otherwise of 
the system and so design his audit pro- 
gramme to curtail detailed checking where 
he considers the internal control system 
provides good protection against error 
and fraud. 

The method by which an auditor main- 
tains a continuing check or the effective- 
ness of the internal control system on 
which he is relying is to carry out test 
checks of the various parts of the system 
to see that it is operating as planned. 
In an internal control system it is very 
easy for an important step in the pro- 
cedures laid down to be omitted either 
intentionally or innocently: the work of 
certain employees may be re-arranged 
which may negative a cross check, or 
certain employees may not be doing their 
jobs efficiently. The auditor must keep 
constant touch with the work that is being 
carried out, so that he may know if any 
alterations are made or became neces- 
sary in the system. Such alterations may 
necessitate a revision of the external 
audit programme. The auditor should 
test check all the procedures to give him 
reasonable assurance of the accuracy of 
the answers to his questions about the 
system of internal control. 


(b 


_— 


By D. Dobbie, A.M.T.C., A.A.S.A., and C. W. Weir, A.M.T.C., A.A.S.A. 


Question 1: 

Explain the duties and liabilities of an 
Australian resident company making the fol- 
lowing classes of payments to a resident of 
New Zealand:— 

(a) Interest on money lodged on deposit. 
(b) Dividends. 
(c) Royalties. 

Answer: 

(a) The company is liable to pay tax at 

the prescribed rate—namely 6/ in £, on so 
much of the interest paid or credited in the 
year of income as exceeds £104. The com- 
pany may retain so much of the amount 
payable as is necessary to pay the tax. No 
such liability exists if the company can es- 
tablish to the satisfaction of the Commis- 
sioner that the recipient of the interest can 
enforce payment without deduction. (Sec. 
125.) 
(b) The company is liable to pay the tax 
due by the non-resident when required by 
the Commissioner, and is authorized to re- 
tain so much of the dividend as is sufficient 
to pay the amount due. The company incurs 
no personal liability to pay the tax involved 
unless it receives notification from the Com- 
missioner that it is required to provide for 
such payment. (Sec. 255.) 

(c) Before making any payment the com- 
pany is required to furnish the Commis- 
sioner with a statement of the royalty pay- 
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able, and ascertain the amount, if any, to be 
retained in respect of tax payable by the non- 
resident. If the company fails to make pro- 
vision for the tax it becomes personally liable 
to the extent of the amount which ought to 
have been retained. (Sec. 256.) 


Question 2: 

A private company proposes to pay a re- 
tiring allowance to a senior executive who is 
a shareholder in but not a director of the 
company. Explain the incidence of income 
tax on both the company and the retiring 
executive. 


Answer: 

The company will be entitled to a deduc- 
tion of the proposed retiring allowance, sub- 
ject to Section 109, under the provisions 
Section 78 (3) if the Commissioner is of the 
opinion that the sum is paid in good faith in 
consideration of the past services of the em- 
ployee. 

Section 109 (1) gives the Commissioner 
power to treat that part of the retiring al- 
lowance as is in his opinion excessive as 4 
dividend paid by the company. Should the 
Commissioner exercise his power under this 
provision the company will be entitled to an 
allowable deduction of that part which the 
Commissioner considers reasonable. The 
balance of the sum paid will be treated as 4 
dividend paid by the company. 
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MODEL ANSWERS — Continued 


Provided that the retiring allowance is 
paid in a lump sum, 5% of the sum paid will 
be included as assessable income of the 
senior executive in the year it is received. 
(Section 26 (d).) Any portion of the sum 
paid deemed by the Commissioner to be a 
dividend will be included as such in his assess- 
able income. 


Question 3: 

The taxpayer owns a retail grocery shop 
and by a contract dated 1st May, 1953, agrees 
to sell the business, which is conducted in 
premises held under a weekly tenancy. The 
purchase price is apportioned:— : 

Stock at cost 

Shop plant and furniture 

Utility truck 

Consideration for assigning 

rights under weekly tenancy 300 

I Faced seis cde - sins —suich “oleae qovngs a, 


£8,000 


The business was commenced many years 
ago by entering into vacant premises, nothing 
being paid for goodwill. You are advised 
that shop plant and furniture cost £3,000 and 
for purposes of taxation have been written 
down to £1,650. The utility truck was pur- 
chased second-hand for £600 and is written 
down to £450. You are asked to advise what 
income tax liabilities (if any) will arise on 
the sale. 


Answer: 

Stock.—As the disposal of the trading 
stock is not in the normal course of business, 
the taxpayer should include the value of the 
trading stock as assessable income at the 
market value on the day of sale. Therefore 
it would be necessary to calculate that value 
for this purpose. The value of £4,000 could 
be accepted by the Commissioner in these 
circumstances. 

Shop Plant and Furniture—Where any 
property, in respect of which depreciation 
has been allowed, is disposed of for a con- 
sideration which exceeds the depreciated 
value, the excess to the extent that it re- 
presents depreciation allowed shall be in- 
cluded as assessable income. (Sec. 59 (2).) 
Accordingly, the sum of £150 shall be in- 
cluded as assessable income. 

Utility Truck.—Section 59 (2) also applies 
in this case and the sum of £150 will be in- 
cluded as assessable income. The excess of 
sale price over cost price, namely £100, re- 
presents a capital accretion on the sale of an 
asset not purchased for resale at a profit, and 
as such is not subject to tax. 

Consideration for Assigning Rights under 
Weekly Tenancy.—Provided that the sum of 
£300 is considered fair and reasonable by the 
Commissioner, it will be included as assess- 
able income as the sum represents a “pre- 
mium on a lease.” (Sec. 83.) 
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Goodwill—Section 83A provides that any 
sum allocated to goodwill in an agreement 
providing for the assignment of a lease shall 
not be treated as a “premium” unless the 
parties to the agreement give notice to the 
Commissioner in writing that such part of 
the sum shall be deemed to be treated as a 
“Premium.” In the absence of such notice, 
no portion of the sum allocated to goodwill 
will be included as assessable income. 


Question 4: 

Explain concisely the practical effect of 
provisions of the Income Tax and Social Ser- 
vices Contribution Assessment Act 1936- 
1953 relating to depreciation of plant and 
amortisation of wasting assets. Explain the 
difference between the “diminishing value” 
and the “prime cost” methods of calculating 
depreciation for income tax purposes and 
explain briefly any special provisions relating 
to:— 

(a) Depreciation of primary producers’ 

assets; 

(b) Amenities for employees, and 

(c) Improvements to leasehold premises. 


Answer: 

The practical effect of the provisions of the 
Income Tax and Social Services Contribution 
Assessment Act 1936-1953 relating to depre- 
ciation of plants and amortisation of wasting 
assets is to allow to the taxpayer as a de- 
duction, expenditure which would, without 
this statutory warrant, be disallowed as a 
deduction under Section 51 of the Act as 
being expenditure of capital. Thus in the 
case of depreciation on plant acquired, the 
capital cost may be claimed as an allowable 
deduction spread over the estimated life of 
the asset whilst where an amount is paid 
for the acquisition of a lease, the capital sum 
expended may be claimed as a deduction over 
the term of the lease agreement. Thus the 
taxpayer, where plant is used up in the pro- 
duction of assessable income or where the 
value of leasehold premises is amortising as 
each year of the lease expires, is given 
statutory authority to claim a portion each 
year as a deduction over the effective life of 
the asset—an asset which in both circum- 
stances forms part of the fixed or capital 
structure of the business. 

In granting to the taxpayer depreciation 
on plant, the Act allows a taxpayer to elect 
which method of calculation he shall employ. 
Two alternative methods are given, namely 
“diminishing value” and “prime cost,” and 
should the taxpayer fail to exercise his option 
then he shall be deemed to have selected the 
“diminishing value” method. Under this 
latter method depreciation each year is cal- 
culated on the reducing balance, whereas 
under the “prime cost” method depreciation 
is calculated each year on the original pur- 
chase price. 

Examples. — Delivery truck purchased 
30/6/53 for £3,000. Depreciation at rate of 
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MODEL ANSWERS — Continued 


10 per cent. to be charged yearly until cost 
fully recouped. 
Diminishing Value. 
1st Cost ... 
Depreciation "10% 


Year 
Dep. Value 
Prime Cost. 
Depreciation 10% 
NS FO conc Sinn. ceenn cba 
Diminishing Value. 
Reduced Balance 
Depreciation 


, 


2nd 
Year 


Dep. Value 
Prime Cost. 
Depreciated Value 
Depreciation (10% on £3,000 
Dep. Value 
3rd Reduced Balance 
Year Depreciation 
&e. £2,430) 
Dep. Value £2,187 


£2,400 
300 


£2,100 


Depreciated Value .. .... .... 0. 10. oe 
Depreciation (10% on £3,000) 


Depreciated Value 


The Act also lays down specific provisions 
relating to depreciation of plant and amorti- 
sation of leases in particular circumstances, 
and it is proposed to briefly set forth a few 
of these special provisions. 

1.—Depreciation of Primary Producers’ 

Assets: 

In addition to normal depreciation allowed 
on plant, a primary producer may claim 
higher depreciation in respect of items of 
plant and farm buildings which are essential 
for farm production. In such cases the whole 
of the cost of the capital improvements may 
be claimed over a period of 5 years at a flat 
rate of 20% based on prime cost. Included 
in this class also are structural improve- 
ments to buildings, excluding those for the 
private or domestic purposes of the tax- 
payer. 

2.—Amenities of Employees: 

Where amenities are provided by the tax- 
payer for the benefit of his employees then 
the taxpayer is entitled to an annual rate of 
depreciation of 338%. The section covers 
plant and equipment used in dining rooms, 
mess rooms, cafeterias, locker room fixtures, 
rest rooms, &c. 
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3.—Improvements to Leasehold Premises: 


Where a taxpayer, who is the lessee of 
land, incurs expenditure in making improve- 
ments, which are not subject to tenant 
rights and in respect of such improvements 
the taxpayer has covenanted to make them, 
he may deduct a proportionate part of such 
cost by dividing the cost by the unexpired 
term of the lease. Should the taxpayer dis- 
pose of the lease before recouping the total 
cost, then he may claim the unrecouped por- 
tion as a deduction from any premium re- 
ceived on the disposal. 

Where a taxpayer makes uncovenanted im- 
settee ye (without prior agreement with 

essor) then he is denied annual deductions, 
but upon the assignment or surrender of the 
lease the taxpayer may set off the capital 
cost of such uncovenanted improvements 
against any premium received on the assign- 
ment or surrender. 


Question 5: 

The accounts of “Cathcart Trading Co. Pty. 
Ltd.,” a resident private company, disclose 
the following:— 


Profit and Loss Account for Year Ended 
30th June, 1953. 

To Trade Expenses (all allowable) £14,000 
” Provision for Income Tax 4,000 
’ Provision for Doubtful Debts .... 1,500 
* Provision for Stock Losses 

Net Profit 


By Gross Profit from Trading 
” Dividend from ABC Pty. Ltd. 
(a eng cre com- 
pany) . 
Dividend from XYZ Ltd. 
public company) 
Interest C’wealth Loans (raised 
since 1940) 


£23,680 


It is explained that the “Provision for 
Doubtful Debts” represents that proportion 
of book debts which, as at 30th June, 1953, is 
regarded as irrecoverable. The “Provision 
for Stock Losses” represents the difference 
between the landed cost and “market value” 
as at 30th June, 1953, of a particular ship- 
ment of goods ready for sale. The rates of 
tax for the income year ended 30th June, 
1953, are:— 

4/- in £ on £5,000. 
6/- in £ on balance. 

You are required to calculate the Primary 
Tax payable and the “Sufficient Distribution” 
for purposes of Section 105A. 


N.B.—No part of Trade Expenses is 
deemed to be referable to the income from 
investments. 
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MODEL ANSWERS — Continued 


Answer: 
Calculation of Taxable Income: 
Income from Trading 
Dividends: 
Private Company .... .... .... 
Public Company 


Commonwealth Loan Interest rebate- 
able under S. 160 AB 


Net Primary Tax Payable £1,507 
Calculation of Distributable Income: 

Taxable Income .. .. “it wehet, Cee 

Less Primary Tax “Payable 1,507 


Distributable Income (Sec. 103 (1).) £5,673 


Calculation of Sufficient Distribution: 
Sufficient 
Distribution 
Distributable Income 73 
Property Income Other Than 
Private Company Divi- 
dends Included in Distri- 
butable Income— 


7180 
£1,507 equals .. £222 £222 
Less 10% Re- 
tention Al- 
Jlowance .... ... @ 


Private Company Divi- 
dend Included in Dis- 
tributable Income— 


4 
£400 less —— of £1,507 
7180 
IE Le cick” sass insey ae 


Reduced Distributable Income 
(Sec. 103 (1).) 
Less Retention 
Allowance 
(Sec. 105 B.) 
% of £1000 £500 
of £1000 400 
of £1000 350 
of £1000 300 
of £1135 284 1,834 3,301 


£3,817 
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The following comments are made for the 
benefit of students. 

Commonwealth Income Tax does not repre- 
sent an allowable deduction, and consequently 
a provision or payment in respect of this 
item in no way affects the calculations. 

To substantiate a claim for bad debts, one 
of the requirements under the Act is that the 
debt must be a bad debt. As the sum of 
£1,500 represents an estimated amount of loss 
and the debts have not yet proved to be bad, 
ae om may be made in this regard. (Sec. 

The provision for stock losses of £2,500 
would be an allowable deduction to the com- 
pany as the Act allows the company to value 
any portion of inanimate trading stock, at its 
option, at cost price, market selling value or 
replacement value. It is not necessary that 
the whole of the trading stock be valued on 
the one basis. (Sec. 31). 

Section 46 allows a rebate to a resident 
company by applying to that part of the 
dividends included in its taxable income the 
average rate of tax payable by the company. 

Section 160 AB allows a rebate of 2/ in 
£ in respect of interest which is included as 
taxable income and derived from Common- 
wealth Bonds issued after 1940. 


Question 6: 


The income of a taxpayer is derived from 
the rentals of two flat buildings “A” and 
“B.” Building “A” comprises six flats of 
equal rental value (£10 per week each), in 
one of which the taxpayer and his family re- 
side. Building “B” was purchased on 15th 
March, 1953. During the year ended 30th 
June, 1953, the following items of expenditure 
were, inter alia, incurred:— 

Building “A”— 

Local Council Rates 

Repainting of exterior of building 250 

Insurances: fire and public risk .... 

Commission to agents for rent 

collections 
Building “B”— 
Purchase of property 
Local Council rates (charged to 
taxpayer after purchase com- 
pleted) 

Repairs to stairway (condemned 

as dangerous by local authority 
at time of purchase) 

Architect’s fees for inspection of 

property prior to purchase £60, 
and for supervision of repairs to 
stairway £40 ... 

Cost of installation of electric lift 

(installation completed 
May, 1953) 

To finance the purchase of Building “B” 
taxpayer borrowed £12,000 on mortgage for 
a term of six years with interest at 54% 
per annum, payable quarterly on 15th June, 
ee _ SAPS, 15th December and 15th 

arc 
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MODEL ANSWERS — Continued 
the his 


£226 


He paid following fees to 
solicitors :— 

Costs on conveyance of property “B” 

Cost for procuration of mortgage 

loan and for drawing mortgage 
documents 

Cost in recovery of unpaid rents .... 

Costs in re-drawing will consequent 

on purchase of property “B” 

You are required to tabulate the deductions 
which the taxpayer may claim in the pre- 
paration of his income tax return for the 
year ended 30th June, 1953. 


Answer: 

Taxpayer will be entitled to the following 
deductions in his income tax return for the 
year ended 30th June, 1953, in respect of ex- 
penditure on Buildings “A” and “B.” (For 
the benefit of students, reasons for non- 
deductibility of other items are also shown 
but would not be required in the answer to 
the question set.) 

Building “A” 

Local Council Rates — (Allowable under 
Section 72)—Deductible £300. 

Repainting of Exterior of Building.—De- 
ductible £250 (not in full). In this instance 
the painting would not be regarded as initial 
repairs, as, apparently, it is not of recent ac- 
quisition, but that portion of the cost applic- 
able to the private residence of the taxpayer 
would be disallowed as being of a private 
nature. Floor space of various flats or rental 
values may be used as the basis of appor- 
tionment. 

Insurances: Fire and Public Risk.—Deduct- 
ible £120 (not in full). Again the private 
residence of the taxpayer would not be an 
allowable deduction. 

Commission to Agents for Rent Collections. 
—Deductible £45. Under Section 64 expenses 
incurred by way of commission for the col- 
lection of the assessable income is an allow- 
able deduction. 

Building “B” 

Local Council Rates (Sec. 72).—Deductible 
£240. 

-Purchase of Property, £20,000. Not allow- 
able as a deduction as it represents a capital 
expense. Repairs to Stairway, £350. Not 
allowable as a deduction for repairs as it re- 
presents initial repairs on recently acquired 
property and expense is classed as of a capi- 
tal nature. The legal contention is that the 
purchase price would be depressed by the 
amount necessary to effect the repairs. 

Architect’s Fees for Inspecting Property 
Prior to Purchase and Supervising Repairs to 
Stairway, £100. Not allowable, both classes 
of expenditure being of a capital nature. 

Cost of Installation of Electric Lift, £2000. 
Not deductible as it represents an improve- 
ment to capital and therefore an expense of 
a capital nature. 
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Interest on Mortgage. — Deductible to 
15/6/50, £165; deductible 15/6/53 to 30/6/53, 
£27/10/-. 

The mortgage was incurred for the pur- 
pose of providing funds necessary to acquire 
Building “B” which is to be used to produce 
taxpayer’s income. The interest therefore is 
incurred for the purpose of gaining or pro- 
ducing assessable income of the taxpayer, and 
will be a full deduction under Section 51. 

Costs on Conveyance of Property “B”, 
£226. Not allowable as a deduction under 
Section 51, as it represents an expense of a 
capital nature. Costs in re-drawing will con- 
sequent on purchase of property “B,” £12. 
Not allowable as it is an expense of a private 
nature. 

Costs of Recovery of Unpaid Rents.—De- 
ductible £25. Represents an expense incurred 
in gaining assessable income. 

Costs for Procuration of Mortgage Loan 
and for Drawing Mortgage Documents, £120. 
Section 67 provides that expenses of borrow- 
ing money for purpose of producing assess- 


- able income are deductible in the proportion 


that period in year of income for which money 
was borrowed bears to the total period for 
which money was borrowed. In this instance 
£120 is the total expense, period in year of 
income is 15/3/53 to 30/6/53—3% months. 
Total period is limited by Section 67 to 5 
years or 60 months. Amount deductible is 
therefore:— 

7 & 120 

-x—x-— = &7 

2 60 1 


Question 7: 

Apart from sections which deal with spe- 
cific items of expenditure, Section 51 of the 
Assessment Act allows for the deduction of 
certain classes of losses and outgoings and 
prohibits the deduction of other classes. 

The operation of the section is governed in 
certain respects by Section 50, 77 and 82. 
Discuss generally the practical effect of Sec- 
tion 51 and the effect of the related sections 
mentioned. Illustrate your comments with 
one example of each of the following classes 
of outgoings:— 

(a) An outgoing incurred in gaining or 

producing assessable income. 

(b) An outgoing not directly incurred in 
gaining assessable income but neces- 
sarily incurred in carrying on & 
business. ; 

(c) An outgoing of a capital nature which 
nevertheless should be written off 
against profits in accordance with 
accountancy principles. 


Answer: 

Section 51 of the Act states that “All losses 
and outgoings to the extent to which they are 
incurred in gaining or producing the assess- 
able income or are necessarily incurred in 
carrying on a business for the purpose of 
gaining or producing such income shall 
allowable deductions, except to the extent to 
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MODEL ANSWERS — Continued 


which they are losses or outgoings of capital, 
or of a capital, private or domestic nature or 
are incurred in relation to the gaining or pro- 
duction of exempt income.” The practical 


effect of this section is that in the absence 
of any statutory deduction granted under 
any other section, whether a loss or outgoing 
is an allowable deduction will be decided by 
applying the rules set out in the above sec- 


tion. 

Thus the loss or outgoing must have been 
incurred in gaining or producing the assess- 
able income. It is not necessary for the ex- 
pense to be directly related to a particular 
receipt, all that must be shown is that the 
expense was incurred for the purpose of pro- 
ducing income which is assessable. If the 
receipts are not assessable, then any expense 
incurred in deriving such receipts would not 
be an allowable deduction. 

However, certain expenses such as damages 
for libel or the negligence of an employee, 
are not incurred for the purpose of producing 
assessable income but, as they constitute a 
natural hazard of the business, are neces- 

. sarily incurred in gaining or producing such 
income. Such expenditure is therefore under 
Section 51 allowed as a deduction. 

The section further requires that where ex- 
penditure of capital, such as the purchase of 
plant, or the expenditure is of a capital 
nature, such as the improvement of a capital 
asset or the gaining of an advantage, then 
no deduction shall be allowed. In addition, 
any expense of a private or domestic nature 
incurred by the taxpayer, such as cost of 
travelling from home to business or enter- 
taining business clients at taxpayer’s home, 
is precluded from being allowed as an allow- 
able deduction under Section 51. 

As exempt income is not assessable income 
the taxpayer is precluded from deducting any 
expense which was incurred in gaining or 
producing such income. 

However, the operation of this section is 
governed in certain respects by other sec- 
tions of the Act and it must be emphasised 
that in the absence of any other provision in 
the Act this section lays down the principle 
to be applied to determine whether a parti- 
cular loss or outgoing is deductible or not. 

_ Section 50 of the Act decrees the manner 
in which a deduction for an expense which 
can be directly related to a particular class 
of income must be made. In this connection 
the Act requires that if the expense relates— 
l.To Income from Dividends—then the de- 
duction must be made firstly from income 
from dividends, then from income from 
Property other than dividends, and lastly 
from income from Personal Exertion. 
2.To Income from Property (other than 
Dividends)—then deduction must be 
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made firstly from income from property 
other than dividends, then from income 
from dividends and lastly from income 
from Personal Exertion. 

3. To all other cases—then deduction must 
be made firstly from income from Per- 
sonal Exertion, then income from Pro- 
perty other than dividends and lastly 
from income from dividends. 

It should be borne in mind that these suc- 
cessive deductions only apply where the in- 
come of a particular class is insufficient to 
satisfy the expenses of that particular class. 
Section 77 provides that where a loss is in- 
curred in carrying on a business deriving 
exempt income, that loss may be claimed as 
an allowable deduction against other assess- 
able income. However, again Section 51 is 
applied to ascertain what amounts may be set 
off as loss or outgoings incurred in gaining 
the exempt income. Capital losses, &c., may 
not be claimed. The deduction granted under 
this section overrules Section 51, but the sec- 
tion requires the taxpayer for the next three 
years after claiming the deduction to include 
as assessable income exempt income gained 
in those next succeeding years up to an 
amount not exceeding the deduction granted. 

Section 82 further governs the operation 
of Section 51 in respect of certain private or 
domestic expenditure incurred by a resident 
taxpayer and subject to certain conditions 
grants a concessional deduction in respect of 
expenditure which under Section 51 would de- 
finitely be disallowed as a deduction. For ex- 
ample, a taxpayer is allowed £130 in respect 
of a spouse or daughter house-keeper, £78 and 
£58 for children, &c., where he contributes to 
their maintenance. However, the dependant 
must be a resident also to claim the allow- 
ance. Further instances relate to private 
medical expenses, life insurance, funeral ex- 
penses and educational fees, all not allowable 
under Section 51. Examples to illustrate 
various classes of outgoings are:— 

(a) An outgoing incurred in gaining or pro- 
ducing assessable income. hase of 
trading stock or commission paid to 
buyer to purchase trading stock on tax- 
payer’s behalf. 

An outgoing not directly incurred in 
gaining assessable income, but necessarily 
incurred in carrying on a_ business. 
Damages paid by a firm of architects to 
a client, who has suffered loss through 
the negligence of an employee of the 
architect. 

An outgoing of a capital nature which 
nevertheless should be written off against 
profit in accordance with accountancy 
principles. Depreciation of plant or 
gradual wastage of valuable rights such 
as leases. These two charges against 
profits would be disallowed under Section 
51 but granted under Sections 54 and 88 
respectively. 





News and Notes 


October Luncheon. 

In the absence of Mr. Alan Dower through 
illness, a member of the Divisional Council, 
Mr. V. L. Solomon, kindly agreed to deputise 
and addressed members on the _ subject 
“Reminiscences of an Office Boy.” Despite the 
very short time he was given in which to pre- 
pare his address, Mr. Solomon’s natural wit 
and ability as a speaker served him well on 
this occasion when he delivered a most in- 
teresting and delightful address. The appre- 
ciation of the three hundred members and 
guests attending was illustrated at the con- 
clusion of the address by the manner in which 
they endorsed the vote of thanks proposed by 
the State Vice-President, Mr. V. L. Gole. 


Golf Day. 

The Golf Day held by the courtesy of the 
Huntingdale Golf Club on Wednesday, 20th 
October, was an outstanding success. The 
weather was ideal and eighty-eight members 
attended in the beautiful surroundings and 
appointments of the Club. Mr. J. Regos won 
the trophy for the best gross score and Mr. 
C. Brown for the best net score. Trophies 
for the best four-ball best-ball were won by 
Messrs. E. T. Spackman and C. R. Rose. The 
Society expresses its appreciation to the Com- 
mittee and Manager of the Club for providing 
its facilities to members of the Society. 


, Annual Research Lecture. 

Approximately one hundred and fifty mem- 
bers attended the Fifteenth Annual Research 
Lecture in Accountancy delivered in the Uni- 
versity of Melbourne on 13th October by Mr. 
S. R. Brown, LL.B., F.A.S.A., of Sydney. 

Mr. Brown spoke on the subject “Account- 
ing and the Law” and prepared commentaries 
were delivered by Professor F. P. Donovan, 
Professor of Commercial Law, University of 
Melbourne and Mr. J. Wallace Ross, F.A.S.A., 
Public Accountant of Melbourne. The Chan- 
cellor of the University, Mr. Justice Dean, 
LL.M., Q.C., occupied the chair for the lecture. 

Before the lecture, members of the Council 
arranged a dinner in honour of the lecturer 


at which senior representatives of the Univer- 
sity and kindred organisations were guests 
of the Council. 


October Examinations. 

The October examinations of the Division 
were held at the St. Kilda Town Hall during 
the month. Arrangements had been made for 
approximately two thousand students to sit 
for over five thousand separate papers. At 
some sessions, over a thousand students sat 
for the four different syllabuses the Society 
is conducting at present. 


NEW SOUTH WALES DIVISION 


Members’ Luncheon. 

On Wednesday, 13th October, over 200 mem- 
bers attended a members’ luncheon at the 
Trocadero. 

The guest speaker was Professor J. P. Bax- 
ter, O.B.E., Director of the New South Wales 
University of Technology and Deputy Chairman 
of the Australian Atomic Energy Commission. 
Professor Baxter said that many technical * 
difficulties had to be solved before atomic 
power could be used economically for indus- 
trial and domestic purposes. One problem 
was that the existing reactors used only one 
or two per cent. of the uranium fed to them. 
Australia’s first atomic power stations would 
be economical in such places as South Aus- 
tralia and the Northern Territory. 

In the absence of the State President and 
the State Vice-President, who were both ab- 
sent from New South Wales, the Chair was 
taken by the Honorary Treasurer, Mr. C. M. 
Orr. A vote of thanks to the speaker was 
moved by a member of the Divisional Council, 
Mr. N. F. Stevens. 


Annual Research Lecture—Sydney University. 

The 1954 Research Lecture in the University 
of Sydney endowed by this Society was de- 
livered by Mr. R. . Mathews, B.Com, 
A.A.S.A., Reader in Commercial Studies in the 


— Continued next page 


evo 


Mr. H. Dudley Ingram, F.C.A.A., has announced his decision to close The Ingram 
School of Commerce due to pressure of other profesional and business interests. 

He also intends to complete certain research in the costing and production 
problems of the clothing and engineering industries. 

For many — The Ingram School of Commerce has been closely associated 


with commercia 
and secretarial principles and practice. 


education, especially in the subjects of accountancy, cost accounting 
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NOTES AND NEWS — Continued 


University of Adelaide, on Thursday, 27th 
September, at 8 p.m. The subject of his 
lecture was, “The Relationship Between Ac- 
counting and Economic Concepts”. 

The Dean of the Faculty of Economics, Pro- 
fessor S. J. Butlin, was the Chairman of the 
meeting. The commentators on the lecture 
were Mr. J. E. Gillis, B.Sc., A.A,S.A., Deputy- 
Head, Department of Commerce, New South 
Wales Department of Technical Education and 
Mr. R. C. Gates, M.A., B.Com., Senior Lec- 
turer in Economics, University of Sydney. 

A vote of thanks to the lecturer and com- 
mentators was moved by Mr. R. J. Chambers, 
B.Ec., A.A.S.A., and seconded by Mr. T. A. 
Billerwell, F.A.S.A. The State Vice-President, 
Mr. E. A. Cupit, F.A.S.A., extended to the 
Chairman and the University the thanks of 
the Society for their co-operation in making 
the lectures possible. 

Wollongong Branch. 

On Friday, 24th September, 48 Wollongong 
Branch members, students and visitors at- 
tended a “Brains Trust Panel” meeting at 
Brandon Hall, Crown Street. The Panel con- 
sisted of:—Mr. S. R. Brown, L.L.B., F.A.S.A.; 
Mr. E. B. Smyth, F.A.S.A., A.C.1.S.; and Mr. 
D. R. Rickard, A.A.S.A. 

The main theme for discussion was account- 
ing theory and several of the questions sub- 
mitted covered the following topics:— 
advantages of direct costing — annual re- 
valuation of assets and price indexes — 
“trespass” by accountants into economic 
fields — the accounting distinction between 
capital and revenue — movement of funds 
statements — are minimum stocks fixed invest- 
ments or current assets? — is accounting 
theory an art or a science? 

Personal. 

Mr. J. L. Pattison, A.A.S.A., has been ap- 
pointed a Director of Peek Frean (Australia) 
Pty. Ltd., Parramatta Road, Ashfield. 

Mr. C. Morris, A.A.S.A., has been appointed 
Manager of the Kempsey Branch of the 
English, Scottish and Australian Bank 
Limited. 

Messrs. J. A. L. Gunn & Partners notify 
that Messrs. C. D. Adcock and D. W. Powell, 
senior members of their staff, have been ad- 
mitted to partnership as from Ist July, 1954. 
The name of the firm will remain unchanged. 

Messrs. T. B. Butler, Norris & Co., notify 
that the firm is now carrying on its practice 
at Suite 3, St. George Club Building, Crofts 
Avenue, Hurstville. The telephone number 
is unchanged. 

Mr. J. B. Eaton, A.A.S.A., has been ap- 
Pointed Accountant of the Department of 
Works, Darwin, Northern Territory. 

Mr. I. S. Jenkins, A.A.S.A., notifies that he 

commenced practice as a public account- 
ant at Haymarket Chambers, Corner Hay and 
George Streets, Sydney. 

Mr. A. I. Martin, F.A.S.A., notifies that his 
Practice is now being conducted at 128 Pitt 
Street, Sydney. His new telephone number 
is BL 3811. 
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Messrs. W. S. Forsyth & Co., Public Ac- 
countants, Armidale, notify that Mr. T. Rice, 
A.A.S.A., formerly of Glen Innes, has been 
—* to partnership as from 5th October, 


QUEENSLAND DIVISION 
Additions to Library — Brisbane: 

The Sixth International Congress on Ac- 
counting — 1952. 

Sales Tax Exemptions and Classifications 
for 1954. 

The Law Relating to Stamp, Death, Estate 
and Gift Duties — 1953, 3rd Ed. — R. C. 
Smith. 

Australian Secretarial Practice — 1954 -— 
8rd. Ed. — Yorston and Fortescue. 

Personal. 

Mr. A. E. Bamford, A.A.S.A., has been 
transferred from the Victorian Division upon 
his appointment as Manager of the Brisbane 
Branch of the Commercial Banking Company 
of Sydney Ltd. 


WESTERN AUSTRALIAN DIVISION 
Personal. 

Mr. A. J. Reid, B.A., F.A.S.A., who retired 
recently from the position of Under Treasurer 
for Western Australia, has been appointed by 
the Commonwealth Government, a member of 
the Comonwealth Grants Commission. Mr. 
Reid was born in Scotland, but moved to 
Western Australia as a youth. He joined the 
Public Service of the State in 1910, passing 
through the Public Works Department and 
the Chief Secretary’s Department to the 
Treasury, where he was appointed Assistant 
Under Treasurer in 1931 and Under Treasurer 
in 1938. 

During his service, he has carried out many 
important investigations for the Government. 
In 1924, he was appointed a member of a 
Committee which prepared the first case for 
Commonwealth Government financial assist- 
ance on behalf of Western Australia. In 1925 
he was Chairman of a Royal Commission to 
investigate the need for the establishment of 
price control. The Commission recommended 
against control. 

In 1926 he assisted in the opening of the 
State Insurance Office. In 1931 he was a mem- 
ber of the Committee which drew up the 
State’s case for secession from the Common- 
wealth. 

As Under Treasurer he has represented the 
Government on a number of boards and com- 
mittees, viz., Royal Perth Hospital Board, 
State Electricity Commission (of which he is 
at present the Chairman), Wundowie Charcoal 
Iron Industries Board of Management, Bulk 
Handling Advisory Committee, and the Uni- 
versity Senate. 

When the Commonwealth Grants Com- 
mission was formed in 1933, he assisted the 
late Mr. John Curtin in preparing and present- 
ing the State’s claim for financial assistance, 
and when Mr. Curtin re-entered the Federal 
Parliament in 1934, Mr. Reid became the 
State’s advocate before the Grants Com- 
mission. 
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As financial adviser to the Government, he 
has attended every Loan Council Meeting and 
Premiers’ Conference since 1931. In 1946 he 
was awarded the Imperial Service Order and 
in 1952 he was made a Companion of the 
Order of St. Michael and St. George. In 1953 
he was a member of the official party from 
Western Australia which attended the Coro- 
nation of Queen Elizabeth. 

Mr. H. W. Byfield, A.A.S.A., has been ap- 

inted Under Treasurer on the retirement of 

r. A. J. Reid and Mr. K. J. Townsing, 
A.A.S.A., succeeds to the position of Deputy 
Under Treasurer vacated by Mr. Byfield. 

Mr. H. W. Taylor, F.A.S.A., has retired 
from the Perth City Council after over forty 
years’ service. Mr. Taylor joined the staff of 
the old Perth Gas Co. Ltd. in 1911 and was 
transferred to the staff of the City Council 
when the latter bought the Company in 1912. 
In 1914, he transferred from the HBlectricity 
and Gas Department to the City Treasurer’s 
Department and was appointed Sub-Account- 
ant in 1923 and City Treasurer in 1924. 

Messrs. King, Lissiman & Co., Chartered 
Accountants (Aust.) announce that Mr. Keith 
H. Lissiman has been admitted as a partner 
in the firm. 


SOUTH AUSTRALIAN DIVISION 
Lecture. 


The second of a series of lectures was given 
by Mr. S. R. Ellis, Manager of the National 
Mutual Life Association, at the Liberal Club 
Hall on Monday, 18th October. 

Mr. Ellis outlined the growth of life assur- 
ance in Australia. He dealt particularly with 
modern trends in life assurance and super- 
annuation, and the many benefits te be 
obtained by effecting proper assurance. He 
appealed to accountants to seek advice from 
the major life assurance offices and obtain 
guidance from their executives who were ex- 
perienced in this highly specialised field and 
therefore able to give valuable advice. 

Mr. Ellis also outlined some of the prob- 
lems confronting companies following recent 
legislation passed in the Eastern States to 
provide long service leave and superannuation, 
and expressed the opinion that it was inevit- 
able that similar legislation would be passed 
in this State some time in the near future. 


Personal. 

Mr. M. G. Nairn, A.A.S.A., has been ap- 
pointed Manager of Rockman’s Showrooms 
Limited, Melbourne. 

Mr. L. G. Bushby, A.A.S.A., a member of 
the South Australian Divisional Council, has 
been appointed Joint Assistant Manager of 
the Executor Trustee & Agency Company of 
South Australia Limited. 

Mr. C. R. Bulman, A.A.S.A.. of the Shell 
Company of Australia Limited, has been trans- 
ferred to the Brisbane office of that Company. 

Mr. E. C. Sims, A.A.S.A., has been appointed 
Secretary of Vactric Electrical Appliances 
Limited, Finsbury. 
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Mr. L. S. Wickes, A.A.S.A., has been ap- 
inted Secretary of Silbert, Sharp & Bishop 


imited. 

Obituary. 

It is with regret that we record the deaths 
of the following members of the Division:— 
a George Allen and William Jack South- 
well. 


TASMANIAN DIVISION 
Luncheon Meeting. 

On Tuesday, 28th September, members met 
at “The Continental” for the first of, what is 
hoped to be, a regular series of luncheons. 

Over sixty members were present and the 
guest speaker was Mr. B. L. Dechaineux, City 
Architect and Building Surveyor, who spoke 
on “Modern Influences in Today’s Cities”. 


AUSTRALIAN ACCOUNTANTS’ 
STUDENTS’ SOCIETY 
VICTORIAN DIVISION 


December Meeting. 

The December meeting will take the form 
of a demonstration of punched card account- 
ing by Kalamazoo (Aust.) Ltd. and will be 
held at the Constitutional Club Rooms, 422 
Collins Street, Melbourne. 


SOUTH AUSTRALIAN DIVISION 
Meetings. 

The Council and members of the South 
Australian Division are indebted to Mr. R. J. 
Humby, LL.B., F.A.S.A., and Mr. J. M. Jones, 
F.A.S.A., F.C.LS., for the knowledge and 
time they gave in the preparation and con- 
ducting of the most successful Mock Creditors’ 
Meeting held on 22nd September. 

Although a serious subject, on this occasion 
it was treated in a much lighter vein without 
transgressing from the procedure adopted in 
actual practice, and the hundred members 
and visitors from the Chartered Institute 
Students’ Society who attended gained valu- 
able knowledge from this meeting. We record 
our appreciation to Mr. . Forbes, 
F.A.S.A., the Registrar in Bankruptcy, for 
making the Bankruptcy Court available to the 
Society for the meeting. . 

December 9 is the date of the Christmas Social 
to be held in the Ex-Navalmen’s Association 
Rooms, Peel Street, Adelaide, and an invita- 
tion is extended to all members to attend, 
particularly any country members who may 
be in Adelaide at this time. 


TASMANIAN DIVISION 

The Annual General Meeting of the 
Students’ Society was held at the Liberal 
Party Room, Hobart, on Tuesday, 20th Sep- 
tember, at 8 p.m. 1/7 

A satisfactory year of progress was indi- 
cated in the President’s report and discussion 
took place on the programme for the coming 
year. During the evening, members heard 4 
lecturette on “The World Calendar” and 
two films entitled “Bookkeeping and You 
and “Motion Study Principles”, both of which 
were well received. 

The meeting concluded with supper and 
informal discussion. 
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AUSTRALASIAN INSTITUTE OF COST ACCOUNTANTS 


GENERAL COUNCIL. 
COST BULLETIN COMPETITION. 

Details were announced in a recent issue 
of two Cost Bulletin Competitions for 1954. 
General Council has now decided in view of 
this announcement being made so late in the 
year, that the closing date will be extended 
from the end of 1954 to 3lst March, 1955. 
This should enable intending contributors to 
more adequately plan and prepare their 
entries, although entrants are urged to lodge 

pers with the Registrar as soon as possible 
to facilitate judging. 

The competitions are of two kinds:— 

1. A prize of £50 for the contribution 
deemed to be the best received for a 
complete Cost Bulletin during the period 
of the competition. 

. Three separate prizes of £10 each for 
the best shorter articles received during 
the period of the competition and written 
on some modern, topical and practical 
aspect of costing. 

Full conditions have been published but 
briefly they require M.S.S. to be typed, double 
spaced, supplied with a nom-de-plume and 
sent to the Registrar of the Institute, 11 Bank 
Place, Melbourne, before 31st March, 1955. 
VICTORIAN DIVISION. 

Factory Visit. 

A party of members visited the factory of 
Prestige Ltd. in October and devoted an 
interesting evening to an inspection and dis- 
cussion on production methods and cost pro- 
cedures. Both this visit and the inspection of 
MacRobertson’s in November were filled very 
soon after invitations were issued and your 
Council has been encouraged to believe that 
this form of activity is very popular with 
members. It is a form of education combining 
visual contact with an aspect of efficient pro- 
duction with a short descriptive talk by a 
competent executive, usually the Cost 
Accountant. 

Your Council is grateful to the manage- 
ments of these organizations for their co- 
operation and assistance. 

ACTIVITIES FOR YEAR. 

Members recently received a copy of the 
Division’s Activities program for 1954-55. On 
27th October, members were privileged to 
hear a very fine talk on productivity methods 
and labour costs from Mr. H. Kay, who is 
Planning Executive of Bradford Cotton Mills 
Limited. 

Members also received details of a function 
novel to this Division in the form of a Christ- 
mas luncheon. This will be held at the Vic- 
toria Palace on Wednesday, 15th December, 
1954, at 12.30 p.m. Subscription is 10/- each 
and members are urged to forward applica- 
tions for tickets at once in order to take 
advantage of the opportunity for meeting 
fellow cost accountants at this festive time. 
An excellent program has been arranged and 
accommodation is limited. 

ure. 
Members are urged to complete and return 
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reply-slips to the Activities Brochure so as to 
ensure inclusion in future activities. 


N.S.W. DIVISION 
Visit to Jantzens (Australia) Ltd. 

On Wednesday, 29th September, a party of 
25 members paid a visit to the Lidcombe fac- 
tory of Jantzens to spend a most interesting 
and informative afternoon. 

Great interest was displayed by members 
in the general operations and lay-out of the 
factory which was operating at a record level. 

The parties were shown over the Punched 
Card accounting section and it was interest- 
ing to note that comprehensive records of 
sales and orders were compiled in this way. 
Production costs were also tabulated on these 
machines. The high standard of workman- 
ship was clearly demonstrated by inspection 
of the quality of garments at various stages 
of their progress through the work rooms. 

The visit was followed up by a talk to 
members by Mr. D. Wendon, the firm’s Ac- 
countant, who dealt with the financial records 
used to cover all the Company’s manufactur- 
ing activities. 

The N.S.W. Division is most grateful to 
the Jantzen management who so generously 
made the visit possible. Mr. Wendon, who is 
a Member of the Divisional Council, is to be 
thanked for arranging this interesting visit 
and discussion. 

Business Machine Demonstration. 

In October, a party of about 40 members 
witnessed a most unusual film shown by Inter- 
national Business Machines illustrating the 
application and principles of punched card 
accounting. 

Mr. Raeburn of that Company described in 
a most able manner the latest technique in 
this field. He showed slides dealing with the 
Electro-Magnetic Tape on which nearly 20,000 
punched cards can be recorded in a most con- 
densed form ready for reproduction in tabu- 
lar form at short notice. 

The alphabetical, numerical, I.B.M. machine 
now available is capable of producing most 
complex management reports in the fields of 
technical, stock, and production at short 
notice. 

I.B.M. have consented to further demon- 
strate to Institute members the application of 
this technique to Industrial undertakings, 
Retail Stores and Public Utilities. 


FUTURE ACTIVITIES: 

On Wednesday, 24th November, Mr. J. G. 
Wilson, Deputy Managing Director of Aus- 
tralian Paper Manufacturers Ltd., will discuss 
his recent visit to Harvard University where 
he attended the Advanced Management Pro- 
gram at the Graduate School of Business 
Administration. 

On Wednesday, 8th December, the usual 
Social Evening will be held at the Wentworth 
Hotel, Sydney, thus bringing to a close a 
progressive year of activities arranged for 
New South Wales members of the Institute. 
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End Pages 


by 


Angus oleate 


YOUR REFERENCE: W.P.B. 

During the past twenty-five years I 
have written hundreds of letters to my 
respected and beloved editor-in-chief. 
Many of these letters have been of a 
confidential or personal nature; in plain 
English they have consisted of gossip 
and other nonsense. The best that can 
be said of them is that they have re- 
counted some of the pedestrian inci- 
dents in the life of an old Colonial book- 
keeper, including the broken vow, the 
frequent fall, the scanty triumphs grace 
hath won. All these letters have borne 
the heading: “Your Reference: W.P.B.” 

I am of the passionate belief that the 
finest filing system invented by man is 
the waste paper basket. It has been 
said many times that a personal letter 
should be conversation with the pen in 
hand. Let us then treat letters as we 
do conversation and file the best of them 
in our memory. 

The unhurried past has left some 
gems for our delight, but these letters 
are the glorious exceptions. We are 
deeply grateful that they did not find 
their way to the waste paper basket, 
the privy or other destination of de- 
struction. Probably the greatest of all 
letter writers was Charles Lamb. Once 
when my family was living at a cottage 
on the Thames, the Cockney help said 
of my wife: “Madam could make a 
home out of a n’orange box”. So 
Charles Lamb could make an immortal 
letter out of a description of a common 
cold. Another such was William Cow- 
per who, if I might borrow from M. 
Maurois, “having few facts to relate, 
turned to marvellous account the minu- 
test incidents of a rather monotonous 
life’, and adorned his events with a 
beauty which emanated from the mind 
of a genius and the heart of a child. 
Among the ladies we respectfully choose 
the letters of Dorothy Osborne to Sir 
William Temple. To read her letters is 
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to fall in love with her and reply in her 
own words: “No, my dearest . . . what- 
ever you say, you cannot doubt that 
I am yours”, 

But we poor creatures of the present 
day have not the time, let alone the 
ability, to emulate the genius of a lei- 
sured past. Our efforts are as a satyr 
to Hyperion, as a rushlight to the sun. 
We are mangled by machines; we have 
the presumption to dictate to steno. 
graphers; nay, we do worse, we mumble 
or bellow into talking machines. One 
evil result of all this mechanism is that 
letters of today are several times as 
long as they should be. The “dictator” 
loves to impress his secretary with 
the lie that he is never at loss for a 
word, so he fills in the gaps of his 
mind with all sorts of circumlocutory 
rubbish. The only person who bene- 
fits is the secretary, as it gives her a 
rest. Those who know Pitman’s short- 
hand will recall the smooth-flowing 
phraseograms which the system pro- 
vides for such dishes of tripe as “I am 
in receipt of your letter” ; “in connexion 
with”. Dictator, in the language of my 
grandson: “Louie, drop that gun, you 
ain’t foolin’ anyone”. 

My touchiness on the preservation of 
letters may perhaps be forgiven if I 
recount some unfortunate incidents in 
my life. As a boy, my principal book 
was the Bible. For the thousandth time, 
I respectfully remind you that I am the 
holder of a gold medal granted by the 
Presbyterian Church for first place in a 
Queensland-wide examination in the 
scriptures. The first reference in the 
Bible to a letter is contained in 2 
Samuel, Chapter 11, verses 14 and 15, 
where it is written: “And it came to 
pass in the morning that David wrote 
a letter to Joab, and sent it by the hand 
of Uriah. And he wrote in the letter, 
saying, Set ye Uriah in the forefront of 
the hottest battle, and retire ye from 
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him, that he may be smitten, and die”. 
My researches into the curious circum- 
stances of this letter revealed to me the 
depressing facts of life. I thereupon 
trod the weary road of a certain an- 
cestor, the road that led straight out of 
the Garden of Eden. 

Although born “north of the Tweed” 
—but the Tweed that reflects the 
Southern Cross, I spent the first years 
of my life in Caithness, in Scotland. 
There I came to love my Highland 
grandfather, and on my return to Aus- 
tralia wrote many letters to him until 
his death in my youth. When I reached 
28 years, I visited the Highlands and 
stayed with my Uncle Angus. It was 
not long before he told me that my 
childhood letters had been passed round 
to the many related members of the 
Clan, also that they had been preserved 
and had devolved upon him on my 
grandfather’s death. He then produced 
a large bundle of letters tied in silk 
ribbon, and invited me to read them. 
Nausea prevented me from reading 
more than half a dozen of them. The 
descriptions of the Queensland bush 
were certainly vivid, but the battle be- 
tween fact and fancy revealed me as a 
horrid little exaggerator. It was many 
a day before I recovered from this 
shock, 

Another blow fell more recently. We 
were showing some friends a collection 
of old photographs of folk they knew. 
Out of the box dropped four pages of 
an incomplete letter which had been 
written by me from Teneriffe to a lady 
to whom I later paid the compliment of 
marriage. Astounded, I read the mis- 
sive, As a minute description of Tene- 
riffe, its inhabitants, its products, its 
fun and games, its churches, it might 
have gained a B-minus pass as an eco- 
homic geography essay, but as a love 
letter, it was the work of an abject 
prig. Why did I write such nonsense; 
why did she preserve it? When all I 
had to do was to tell her that I loved 
her (and still do) like nobody’s business! 

If now and then, a case exists for the 
preservation of the personal letter, no 
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such tender regard should be paid to 
the business letter. Most offices are clut- 
tered up with tons of profitless litter. 
By virtue of the Statute of Limitations, 
receipts and other documents not under 
seal need not be preserved for more 
than six years. Under s. 262A of the 
Income Tax Assessment Act, the re- 
cords of a business are required to be 
preserved for seven years, except where 
the Commissioner otherwise directs, or 
except where a company, which has 
gone into liquidation, has been finally 
dissolved. Advantage should be taken 
of these time limits, and each year a 
raid should be made on the strongroom 
and filing cabinets. The Reader’s Digest 
of October, 1954, contains an article 
“Don’t file it— throw it away”, which 
reveals that a Mr. Emmet J. Leahy has 
established a business in New York 
which makes an annual profit of about 
$100,000. The business consists of de- 
monstrating “how to save money by not 
saving papers”. 


This article is well worth reading, 
and I hope some young member (Mr. 
Leahy is only 42) of the Society will 
be inspired to visit America, gain all the 
“know-how” and establish a similar 
business in Australia. We, here, suffer 
acutely from “man’s age-old hoarding 
mania”, but not so acutely as our 
American’ overlords. There, the 
mania is certifiable. One of my Ameri- 
can clients files everything, preferably 
in duplicate, but it seems to be only 
one-way traffic to the filing cabinets. 
He never appears to take anything out 
of them. 


Sometimes I think that if you 
wanted to commit a nice, clean, bloody 
murder, you could dissect the body and 
file it in one of my client’s cabinets. 
Discovery might temporarily baffle the 
combined wits of Mr. Perry Mason and 
Mr. Philip Marlowe. This section of the 
journal has a wide circulation in the 
United States (I know of at least two 
readers), and I am certain this note will 
come under the regard of Mr. E. S. 
Gardner and that in due course we shall 
read of “The Case of the Disappearing 
Debtor”. 





PROFESSIONAL NOTICES 


Professional Classified Advertisements in respect of office space, positions wanted, 
partnerships, etc., may be inserted at 5/- a line (maximum 15/-). 


ACCOUNTANCY PRACTICE. A firm of 
Accountants desire to purchase additional 
practice in city or nearby suburbs. Purchase 
price to £3,000. Replies in strict confidence 
to No. 74, C/o Australian Society of Accoun- 
tants, 37 Queen Street, Melbourne. 


ACCOUNTANCY PRACTICE. Associate, 
Licensed Company Auditor, five years experi- 
ence as Principal, wishes to purchase practice 
or portion of practice in Adelaide. Replies to 
No. 73, Australian Society of Accountants, 37 
Queen Street, Melbourne. 


ACCOUNTANCY PRACTICE or part or 
small number of clients wanted Sydney or 
nearby. Top Price. LU 2526 or JA 8334. 


ASSOCIATE seeks partnership with public 
accountant in Victoria, preferably Melbourne 
or suburbs but would consider country. Four 
years professional and four years general 
accounting experience. Can provide 
cash. Reply No. 75, C/o Australian Society of 
Accountants, 37 Queen Street, Melbourne. 


ASSOCIATE, QUALIFIED SECRETARY 
AND AUDITOR, aged 41, wide public and 
commercial accounting experience, just com- 
pleted contract with major oil exploration and 
producing company in Sumatra, seeks position 
as Comptroller, Corporate Secretary, Chief 
Accountant or General Auditor in progressive 


organisation requiring the services of a cap 
able and energetic executive. Reply No. 1% 
C/o Australian Society of Accountants, 
Bligh Street, Sydney. 


COST ACCOUNTANT required by 
Public Company for senior position. 
£1,350 to £1,500 p.a. depending on qualif 
tions and experience. Apply to McDor 


Constructions Pty. Ltd., Kent Road, } 
N.S.W. 


PRACTISING ACCOUNTANT prepared 
consider purchase of small practice in 
bourne or suburbs. Please communicate 
No. 72, C/o Australian Society of Acca 
tants, 37 Queen Street, Melbourne. 


POSITION WANTED—Country N.S.W. 
Accountant, 37 married. View later partner 
ship. Can finance. Reply Box 621 G.P0, 
Sydney. 


QUEENSLAND country accountancy 
taxation practice for sale. High return 
very low overhead, solid town and distri¢ 
nice office in brick building. Replies to Ne 
71, C/o Australian Society of Accoun 
37 Queen Street, Melbourne. 


TYPIST, competent, experienced figui 
tabulation, desires work at home. Lorral 
Gale, Flat 2, 12 Mitford Street, St. Ki 
LA 9174. 
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